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H. B. 13303. Fifty-siztli Congress, second session. 

IN THE HOUSE OF REPRESENTATIVES. 

Januaby 7, 1901. 

Mr. LovKRiNQ introduced the following bill; which was referred to the Committee 

on Banking and Currency and ordered to be printed. 

A BILL to make the currency responsiye to the Tarying needs of budnees at all seasoBfl and in all 

sections. 

Be it enacted by the Senate and House of Representatives of the United States of America 
in Congress assembled, 

GUARANTEED BANK NOTES AUTHORIZED. 

That, in addition to the circulation authorized by existing law to be issued to 
national banking associations upon deposits of United States bonds, the Comptroller 
of the Currency may issue circulating notes, to be known as guaranteed bank notes, 
in the amounts and under the conditions hereinafter set forth: Provided, That notic- 
ing herein contained shall be construed as compelling said Comptroller to issue such 
guaranteed bank notes if for any reason relating to the condition of the bank making 
application for such notes, the general state of the circulation, or the foreign 
exchanges he shall deem such action to be inexpedient. 

PRESENT ISSUES LIMITED TO TEN PER CENT. 

Sec. 2. That guaranteed bank notes may be issued to any national banking associ- 
ation under the provisions of this act to an amount not exceeding one-fifth of the 
face value of the United States bonds on deposit by said bank with the Treasurer of 
the Unit^ States to secure currency notes issued under existing law, but such guar- 
anteed bank notes shall not be issued to an amount in excess of ten per centum of 
the paid up and unimpaired capital of said bank. 

BANK-NOTE GUARANTY FUND ESTABLISHED. 

Sec. 3. That every national bankine association issuing guaranteed bank notes 
shall pay into the aivision of issue and redemption in the office of the Treasurer of 
the United States a sum in gold coin equal to five per centum of its outstanding guar- 
anteed bank notes. This mnd shall be known as the ** bank-note guaranty nmd," 
and shall not be reduced or impaired except for the purpose of redeeming the guar^ 
anteed bank notes of failed banks, as hereinafter prescribed. 

EMPLOYMENT OF THE GUARANTY FUND. 

Sec. 4. That whenever the Comptroller of the Currency shall have become satisfied 
by the protest or the waiver and admiti^ion specified in section fifty-two hundred and 
twenty-six, or by the report provided for in section fifty-two hundred and twenty- 
seven, of the Revised Statutes of the United States, that any banking association has 
refused to pay its guaranteed bank notes on demand in lawful money he shall direct 
the redemption of such notes from the bank-note guarantv fund aforesaid, and such 
notes shall thereupon be so redeemed. The Comptroller oi the Currency shall collect 
for the benefit of said fund, from the assets of tne bank and from the stockholders 
thereof, such sum as, with the bank's balance in the bank-note guaranty fund, shall 
equal the amount of its guaranteed bank notes outstanding. And for this purpose 
the United States shall, on behalf of the bank-note guaranty fund, have a lien upon 
all the aasets of the association ratably with other creditors of the bank. 
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4 CURRENCY RESPONSIVE TO THE NEEDS OF BUSINESS. 

ANNUAL TAX UPON NOTES IN CIRCULATION. 

Sec. 5. That upon all outstanding guaranteed bank notes issued under the pro- 
visions of this act there shall be paid a tax equal as nearly as may be to one-half of 
one per centum i>er annum durine the period for which siich notes may be in circu- 
lation. Said taxes shall be leviea under regulations preecril)ed by the Comptroller 
of the Currency, with the approval of the Secretary of the Treasury, and shall be 
assessed by the Treasurer of the United States. Such regulations shall provide for 
the assessment of the tax upon notes actually in circulation outside the issuing bank 
at convenient dates, not less than four in any month, as fixed by the Comptroller of 
the Currency, and said Comptroller may prescribe and require from any national 
banking association making application for circulation under this act such periodical 
or other reports as he may deem desirable for determining the condition of the bank. 

TAXES TO BE ADDED TO GUABANTY FUND. 

Sec. 6. That the proceeds of the taxes herein prescribed shall be paid into the 
bank-note ^arantv fund and constitute a part thereof; but when such fund, after 
the deduction of all losses caused by the miemption of the notes of failed banks, 
shall be materially in excess of five per centum of the guaranteed bank notes then 
outstandii)g, the Comptroller of the Currency may from time to time, in his discre- 
tion, direct the reimbursement by the Treasurer of the United States to the banks, 
in such installments as said Comptroller may see fit, of the unimpaired portion of 
their original contribution of five per centum to the bank-note guaranty fund; and 
thereafter any excess in the fund of the proceeds of the taxes herein provided above 
^ve per centum of the guaranteed bank notes outstanding at the end of every six 
months shall be covered into the Treasury of the United States as a miscellaneous 
receipt: Provided ^ That in case of a deficiency in said fund at any time, caused by 
the redemption of the notes of failed banks, said fund shall be reimbursed from the 
amounts covered into the Treasury in such amounts as may be required to maintain 
it as nearly as may be at the amount of five per centum, and not less, of the guaran- 
teed bonk notes outstanding, but the Treasury shall not be liable in the aggre^te to 
said fund beyond the amounts covered into the Treasury under the provisions of 
this section. 

Sec. 7. That the Secretary of the Treasury be, and is hereby, authorized, in his 
discretion, to cause to be invested in bonds of the United States any portion of the 
guaranty fund hereinbefore pronded for; and such bonds shall be hela and disposed 
of for the benefit of such fund. 

Sec. 8. That whenever the Comptroller of the Currency has sold at public auction 
under the provisions of section fifty-two hundred and thirty of the Revised Statutes 
of the United States the United States bonds held to secure the currency notes of 
any failed bank, any excess in the amount received for said bonds above their par 
value shall be applied to the payment of the outstanding guaranteed bank notes of 
said bank, and for this purpose the United States shall have a paramount lien upon 
any such excess, but any mrther excesses above the amount required for this pur- 
pose shall be covered into the general assets of the bank. 

CUBRENT RBDEBCPTION FUND BffTABLISHED. 

Sec. 0. That national banking associations taking out guaranteed bank notes under 
the provisions of this act shall, m addition to the Dank-note ^piaranty fund, deposit 
and maintain in the Treasury a fund of five per centum of their outstanding guaran- 
teed bank notes, subject to the laws governing the redemption fund held under exist- 
ing law for the current redemption of national bank notes; but such fund shall be 
paid and kept in gold coin of tne United States, and shall constitute a separate fund 
for the current redemption of guaranteed bank notes: Provided^ That the Comptroller 
of the Currency shall, with tne approval of the Secretary of the Treasury, have 
<^uthority to provide for the redemption of guaranteed bank notes at any or ail of the 
Bubtreasuries of the United States, and guaranteed bank notes issued under the pro- 
visions of this act shall be redeemed in gold coin on demand at the counter of the 
iasuing bank. 

Sec. 10. That the guaranteed bank notes furnished to national banking associations 
under the provisions of this act shall be in such form as the Comptroller of the Cur- 
rency, with the approval of the Secretary of the Treasury, may prescribe, and of the 
denominations and under the limitations prescribed for national bank notes by sec- 
tion twelve of the act of March fourteenth, nineteen hundred, entitled **An act to 
define and fix the standard of value, to maintain the parity of all forms of money 
issued or coined by the United States, to refund the public debt, and for other 
purposes. 
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METHOD OP REDUCING CIRCULATION. 

Sec. 11. That any national banking association desiring to withdraw from circula- 
tion any of its guaranteed bank notes may transmit the same to the Treasurer of the 
United States for cancellation, or may pay into the Treasury an amount equal to the 
amount of the notes to be withdrawn, m the manner prescribed by sections fifty-two 
hundred and twenty-two, fifty-two hundred and twenty-four, and fifty-two hundred 
and twenty-five of the Revised Statutes; but such payments shall be in sold coin of 
the United States. The taxes upon such guaranteed bank notes thus withdrawn from 
circulation shall thereupon cease, and the Comptroller of the Currency shall direct 
the repayment to such bank of whatever sum may be the unimpaired portion of its 
original contribution to the guaranty fund on account of said notes, but nothing paid 
in taxes upon such notes under section five of this act shall be thus repaid. 

EXTENSION OF NOTE ISSUES AFTER THREE YEARS. 

Sec. 12. That after three years from the passa^ of this act guaranteed bank notes 
may be issued to any national banking association under the provisions of this act 
to an amount not exceeding two-fifths of the face value of the United States bonds 
on deposit by said bank with the Treasurer of the United States to secure currency 
notes issued under existing law, but such guaranteed bank notes shall not be issued 
to an amount in excess of twenty per centum of the capital of said bank; and after 
six years from the passage of this act guaranteed bank notes may be issued to any 
national banking association to an amount not exceeding four-fif tns of the face value 
of the United States bonds on deposit by said bank with the Treasurer of the United 
States to secure currency notes issued under existinff law, but such guaranteed bank 
notes shall not be issued to an amount in excess of forty per centum of the capital of 
said bank: And provided, That nothing herein contained shall be construed as com- 
pelling the Comptroller of the Currency to issue such guaranteed bank notes or to 
increase the ratio of such issues to the bonds deposited by any national banking asso- 
ciation if for any reason relating to the condition of the bank, the general state of 
the circulation, or the foreign exchanges he shall deem such action to be inexpe- 
dient; and said Comptroller shall not increase the ratio of issue of guaranteed bank 
notes in any case beyond the amount provided in section one of this act until after 
the Secretary of the Treasury shall have declared in writing that the general policy 
of such an increase will not oe detrimental to the monetary standard and to the pub- 
lic interests, and is approved by him. 

Sec. 13. That this act shall take efifect upon its passage. 



HEARINGS BEFORE SUBCOMMITTEE NO. 2 OF THE COMMITTEE 
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SECOND SESSION. 



SUBCOMMITTEE No. 2. 

Charles N. Fowleb, New Jersey, Ckairman. 
William A. Caldbrhbad, Kansas. 
William C. Loverino, Massachusetts. 
Jesse F. Stallinos. Alabama. 
Elijah B. Lewis, Georgia. 



Washington, D. C, Thursday , January 31, 1901. 

The subcommittee of the Committee on Banking and Currency, 
haying under consideration the bill (H. R. 13303) ^'U) make the cur- 
rency responsive to the varying needs of business at all seasons and 
in all sections," met at 10.30 o'clock a. m. 

Present: Representatives Fowler (chairman of the subcommittee, 
presiding), Brosius, Hill, Capron, Calderhead, Lovering, Shattuc, Cox, 
otalHngs, Driggs, Rhea, Thayer, and Lewis. 

fiTATBHEVT OF HON. LYMAH J. OAOB, 8BCRETABY OF THB 

TRBASTTBY. 

Mr. Fowler. Mr. Secretary, we have invited you here to express 
your views in such way as you deem proper, reserving in the outset 
the right to ask any questions after you have expressed your views 
with regard to the measure before you or in general, as you see fit. I 
may say that we desire you to have the license of addressing yourself 
to the subject in general first and the bill afterwards, or to the bill first 
and the subject in general afterwards, according to your own pleasure. 

Mr. Lovering. Or to the subject only, if he chooses. 

Mr. Fowler. Yes, sir. 

Secretary 6aoe. Mr. Chairman, I have read over the bill to which 
you have referred, and which is before your subcommittee. I think the 
design and purpose of the bill are in the direction which legislation 
should take. It is my belief that our present system of currency is 
awkward, stiff, irresponsive to public requirements, and unscientific in 
theory. It seems to me fundamental that a properly constituted cur- 
rency must be issued by some agency (a banking agencv, so far as we 
are now equipped with thie proper agencies) which, while furnishing a 
medium of circulation, can also endow that medium with the elements 
of credit. That credit must be extended by some well-known agency, 
so that when its notes are issued they may serve to meet the needs ox 
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8 OUBBfiNOY BESPONSrVE TO THE NEEDS OF BUSINESS. 

the commercial community for instrmnents of credit, effective in the 
exchange of property, as well as a mere medium or instrument of 
circulation. 

Our present system of currency fails absolutely to meet these require- 
ments. The greenback is a good instrument oi exchange. The silver 
certificate is a good instrument of exchange. The gold coin or gold 
certificates are equally good; and the bank note differs in no particular, 
as a medium of exchange, from the others. The greenback represents 
a contribution of capital irom someone to the Government. The gold • 

coin or the gold certificate, or the silver or silver certificate, represent , 

capital invested in the gold or the gold certificate, or the silver or the ] 

silver certificate. The bank note represents capital to an equal or a 
larger amount invested in a public security. 

Of course it would take a great many words to cover fully this theo- 
retical branch of the subject; and I hardly need do that at this time. 
But as I said in the beginning, the bank is the true agency from which 
should emanate the pjaper representatives of actual money, because 
they can be made the instruments bv which the credit (not tne capital^ 
but the credit) of the strong and tne powerful can be extended on 
cheap terms to those persons carrying on industry and enterprise who 
can employ credit in the field of prcSuction — persons whose individ- 
ual credit is not well enough known, generally and publicly, to be 
effective for their business affairs, but who can make it effective by 
exchanging it with some strong, powerful, and well-known agency, ; 

such as a bank. ■ 

If I have made myself even tolerably clear so far, it is plain that j 

my conviction is that some modification in our present system should 
take place, which will enable a bank to more perfectly discharge its 
ofiice as an agencv for making credit effective m the transactions of 
life. B . K ^ 

This bill looks to that end. It provides, speaking generally, a 
modification of our present system; and under cer^in conditions 
therein named and imposed, it allows banking institutions to issue | 

notes based upon their credit and responsibility, to a limited extent. i 

That extent is in the beginning very limited, and from year to year i 

becomes operative in an increased degree in that direction. In other 
words, it aims at a consummation, in my opinion, devoutly to be 
wished — not by the banking interest as a class, but by the country as 
a whole, if the country as a whole were able to intelligently grasp all 
the elements entering into the question and could see that which is for 
its highest interest. 

My only doubt about the bill is whether, in the first, place, it is 
timely, and whether, in the second, place it is comprehensive enough, 
and covers all of the questions whicn must be considered in bringing 
the matter to a true and final solution. 

I have a theory that if a measure valuable as this is in its spirit and 
essence were adopted, it might postpone until a later date than that to 
which it ought to be postponed, that further and deeper consideration 
which I have just indicated is in my opinion necessary. 

I will not take up your time by going into the collateral issues, some 
of which I have in mind; but I will endeavor to answer any questions 
which any of }■ ou may desire to put to me in regard to the bill or 
incidentals relating to it. 

Mr. Fowler. Mr. Secretary, you have indicated that in your judg- 
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ment the adoption of this measure would anticipate a needed reform. 
Will you kindly outline what that reform would cover and inv^olve^ 
in your judgment i 

Secretary Gage. Your question opens a rather wide field, but I 
will endeavor to answer it as briefly as I can. 

Mr. LovEBiNG. May I interject a question at this point? As far 
as the bill goes, is there anything in it that would mterfere with 
any other or further measures which you have in mind, beyond the- 
mere question of anticipation ? 

Secretary Gaoe. I thmk I will have to answer that question, '* Yes; 
it might interfere, in that it establishes a course of affairs and a rela- 
tion of things that might stand in the wav of the adoption of a more- 
thorough-gomg measure." That is all. when a nieasure meeting all 
scientific or practical requirements is adopted, there must be motive- 
enough in tne field (viz, banking), which must cooperate to mak& 
measures effective; and if you fix conditions that are tolerably com- 
fortable, you may take away or fail to furnish them motives for the 
action which will be necessary to be taken by the representatives of 
the public, the bankers, in making the broader measure promptly 
operative and thoroughly effective. 

Mr. LovEBiNG. Now, Mr. Secretary, if you will kindly go on and 
answer Mr. Fowler's question, we shall be pleased to have you do so.. 

(The stenographer read the question.) 

Secretary Gage. We are in a position — ^speaking now as to the 
Government and the people whom tne Government represents — which 
has several sides, and they must all be considered. We have 
$346,000,000 of immediate demand liabilities existing in the Govern- 
ment, clothed with the power of legal tender, and forming the basis 
of reserves to banks throughout the countr3\ We have, or soon will 
have, about $600,000,000 of silver, which is equally clothed with the 
same power or function, but which, in my opmion, throws upon the 
Treasury a burden almost as great as the greenback burden in main- 
taining the parity between gold and silver; and we have a consider- 
able volume— about $340,000,000 or $350,000,000— of national-bank 
notes. The volume of the greenbacks seems to be fixed, or it is the 
strenuous effort of the Government to keep it fixed. The same thinr 
is true of the silver. The issue of national-bank notes is regulated 
not at all by a demand for those services which banks perform, but 
wholly by the price of United States bonds in the market. The 
absorption of the United States bonds by the national banks, under 
the provisions of law which we are now considering, has given an 
artificial price to our securities: and we seem to have reached a point 
very flattering to us, where the bonds of the United States are sold or 
are salable at a rate of interest unexampled as to lowness in the 
history of the world, and unequaled in the experience of any other 
country. 

In my opinion we should modify the amount of demand liabilities 
of the Government of the United States. In any step we may take 
we must carefully guard against such a radical change as would release 
too greatly, or to too great an extent, the influence of national banks 
in the holding of Government bonds: and we must act in such a way 
that they would have no motive in releasing them to the market in any 
rapid manner. The national banks hold over 30 per cent (I think over 
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33i per cent) of the Government debt. The other banks of the United 
States, outside of the sayings banks, do not bold 10 per cent. 

We must, if we can (having these two things in mind of which I 
have been speaking), modify existing conditions so as to make the issues 
of national oanks somewhat responsive, if not fully responsive, to the 
needs of the community in the airection of a medium of exchange be- 
tween men, and an instrument by which the credit of the bank can be 
extended to the bortower of creait. 

It is my belief that with sufficient thought and study, and an earn- 
est desire to cooperate among those who will take a broad view of the 
whole situation, the present demand liability of the Government, in 
the shape of the ^eenbacks, can be retired without any cost at all to 
the Government in the way of interest — ^thus saving to the Government 
the expense, burden, and risk of gold redemption. This would 
strengthen the Government very much in its ability to maintain the 
parity between gold and silver. 

I believe the measure also might be so guarded as to prevent the 
second contingency from arising to which I have referred, viz, the 
releasing of Government bonds from national banks into the open 
market, to the prejudice of the Government standing and credit as to 
low interest. And in the third place, I believe a measure embodying 
these features would be perfectly safe as far as concerns the com- 
munity which would hold the issues of these banks in their possession 
from time to time, and yet would cover that condition on wnich I put 
-considerable emphasis, viz, an adequate supply of currency as the 
needs of the public determine to be needful, and make the form of cur- 
rency carry with it the element of credit extended to those who use 
credit. 

Those are the elements which I think, Mr. Chairman, ought to be 
embodied in a final measure. This bill goes on that road, but it may 
be that it goes so far on that road that after you had gone a day's 
journey upon it, everyone would be inclined to sit down and pitch 
camp and not march any farther. And while in my opinion it is good 
as far as it goes — it is m the right direction and recognizes the facts, 
or most of the facts, to which I have referred — it is probably one of 
those measures devised by the author of the bill, who, seeing, or 
thinking that he sees, that at the present time the public mind is not 
prepar^ for a more radical and far-reaching measure, seeks to gain 
the benefit of some advance along the road toward a true financial 
system. 

Mr. Fowler. Mr. Secretary, you coupled with the United States 
notes and the silver burden the national -bank notes, which in the aggre- 

fate make something over $1,200,000,000. This bill provides for the 
eposit of a 5 per cent gold-coin fund for the current redemption of 
the notes issued under it. Where must this gold ultimately come from 
which is deposited for the current redemption of these notes? 

Secretary Gage. It must come either from the present disrtibution 
among the people or from the United States Treasury. 

Mr. Fowler. And in the last analysis? 

Secretary Gage. Undoubtedly from the Treasury. And upon that 
point I think I anticipate vour question. I would be in favor of 
striking out the word ^'gold." I would not insist upon the deposit 
in the Treasury of this 5 per cent in gold. I will never admit, as long 
as I am connected with the Government, that there is anything better 
than that for which the Government stands responsible, whether it be 
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gold, silver, or anjr other evidence of money the Government puts out; 
and I will not by indirection suggest that Government forms oi money, 
which the Government has outstanding, which it clothes with the 
power of legal tender, and for which it is responsible, are not good 
enough for all pui-poses of life. Nor that for this purpose, or any other 

gurpose, gold is better; yet in my opinion the proposition is just as 
road as it is lon^. If you require a deposit or gold for this 5 per 
cent fund, it probably will come from the Treasury, and in the place 
of the gold in the open Treasury will be substituted the Government 
•forms of money. It does not make any difference. 

Mr. FowLEB. Now, by way of illustration, Mr. Secretary, suppose 
a banker in Des Moines wanted to make good his 5 per cent deposit of 

§old coin with the United States Treasury. How would he probably 
oit? 

Secretary Gage. It is doubtful what he might do, but it would be 
quite open to him to send greenbacks, if he had them, and ask for their 
redemption and the deposit of the gold. 

Mr. FowLEB. He might send a draft to New York, and have his 
banker go and get the greenbacks, and therewith procure the gold, 
might he not? 

Secretary Gaoe. That would be accomplishing the same thing by 
another road. 

Mr. Cox. By the way, could.he not do the same thing with silver? 

Secretary Gage. He could not at the present time. 

Mr. FowLEB. It is not at all likely that under any circumstances he 
would ship gold from any interior point, is it? 

Secretary Gage. It is not probable; he would do the cheapest thing 
which would secure the deposit of the gold as required, without doubt. 

Mr. LovERiNO. Then, Mr. Secretary, in place of the words ''gold 
coin '' in both the bank-note guarantee fund and the redemption fund, 
what would you say? 

Secretary Gage. I would say, '' legal money of the United States." 
It is more a sentimental point than an important one; but, at the same 
time, I think it is a proper thing to do. 

Mr. LovERiNG. Mr. becretary, is it your opinion that the time for 
the retirement of the greenbacks would be postponed by the enactment 
of this bill? 

Secretary Gage. I am a little afraid so. I am afraid that if this 
bill were inaugurated, and three years passed by, so that the banks got 
into the position which you provide they may get into — that is, unless 
you should repeal this bill — ^you would not be able to induce them to 
take a burden which in my opinion they mufet take in order to accom- 

?>iish one of the objects that I name, to wit, to relieve the Government 
rom the risk and burden of the redemption of the greenbacks and to 
caiTy them indefinitely without any cost in the wav of interest to the 
Government. This would save the Government from any burden of 
interest in taking the greenbacks out of the field where they would 
threaten the Government Treasury with what used to be called the 
'' endless chain," or the burden of gold redemption. I am afraid vou 
would make the conditions so easy that the banks would be satisfied, 
and would not take up the additional load which I think they will have 
to take. 

Mr. LovEBiNG. Do you think that the operation of this bill would 
be to increase what you have termed the ''endless chain?" 
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Secretary Gage. Not seriously, if at all. It is hard to measure it 
exactly. 

Mr.*^ Lovering. Would it do so at all ? 

Secretary Gage. I can not sav. It is impossible for the mind to 
take in these collateral and incidental consequences. It can not do it. 
I do not think it will increase the burden of what you call the "end- 
less chain" very much, if at all. Further than that I do not know; 
I can not say. 

Mr. Lovering. Then, antecedent to the passage of any bill provid- 
ing for an elastic currency, you believe the greenbacks should be 
retired ? 

Secretary Gage. I think so. I think it is most desirable to accom- 
plish that end, and that it can be best accomplished in combination 
with a measure which takes in the whole subject. 

Mr. Prince. Mr. Secretary, do you also think that it is desirable to 
retire the greenbacks before we pass any legislation making silver 
exchangeable for gold? 

Secretary Gage. No; I do not think it necessary. I think it would 
be better to make the two exchangeable regardless of whether you 
retire the greenbacks or not. But the retirement of the greenbacks, 
if it can be done without any particular sacrifice on the part of the 
Government, would be a helpful and a conservative act, in connection 
with the other. 

Mr. Prince. One further question. Mr. Secretary, since March 
14, 1900, what is the amount of greenbacks that have been presented 
to the Treasury for exchange for gold? 

Secretary Gage. I speak from memory. I think about thirty-five 
or thirty-six millions of dollars. 

Mr. Prince. Has this amount of greenbacks which has been pre- 
sented to the Treasury since March 14, 1900, in anv way threatened 
the Government Treasury ? 

Secretary Gage. No, sir. As we look at it, the best way in which 
we are able to trace it indicates that the greenbacks are sent in for 
redemption in gold for the purpose of paving operatives. A good 
many railroads pav their men in gold. The result is that the gold 
flows right arouni, and we get a correspondingly large increased 
revenue in gold; so that we may not be much the poorer, even although 
$37,000,000 or thereabouts have been drawn out. The circuit is com- 
plete. The gold flows around in a circuit. It goes from the railroads 
to the operatives, from the operatives to the merchants, from the 
merchants to the banks, and irom the banks to the Government in 
order to get silver certificates; or it is paid in for revenue. 

Mr. Prince. Another question, Mr. Secretary. I think you stated 
that you thought the greenbacks could be retired without any expense 
to the Government. Will you be kind enough to state more fully how 
that could be accomplished? 

Secretary Gage. I would a little prefer not to bring forward pre- 
maturely the general points which I would like to present, when I 
present them, m their consecutive relation to each other, in the form 
of a possible bill. 

Mr. Prince. I beg your pardon; I withdraw the question. 

Mr. Fowler. Mr. Prince withdraws the question as a matter of 
courtesy. 

Secretary Gage. Still, I would not insist upon that. 

Mr. Prince. Oh, that is right, Mr. Secretary. I had a theory of 
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my own along that line — that we probably had one hundred and fifty 
millions that we could iise along that line, but I do not care to antici- 
pate that question at all. 

Mr. FowiiER. Mr. Secretary, if it were possible to assume that you, 
personally, as Secretary of the Treasury, could do either of these two 
things that you will, leaving the other undone, which would you do 
as being the most important — retire the greenbacks or make the silver 
dollar exchangeable for gold? 

Secretary Gage. I would make the silver dollar exchangeable for 
gold. I think that is the more important of the two. 

Mr. Fowler. You think that is more important than it is to retire 
the greenbacks? 

Secretary Gage. I think so. 1 think that is the greater duty of the 
Government. That is the point of view from whicn I speak. 

Mr. Fowler. From the point of view of the best interests of the 
Government financially, and of the country commercially, which would 
be of the greater importance? 

Secretary Gage. If you provided a system which would make good 
in the currency field what might be contracted from the greenback 
circulation, then 1 believe, commercially speaking, it will be better to 
withdraw the greenbacks. 

Mr. LovERiNG. Do you think there is any business necessity, pro- 
spective or otherwise, for providing for an elastic currency ? 

Secretary Gage. I think there is. I think it is very great. 1 think 
it has existed for a long time. We have not realized it, because we 
have educated a generation on a different plane; and most of us there- 
fore do not appreciate the value of a currency which can be made to 
expand and contract within the limits of perfect safety (which must 
always be considered) and yet which is to a large degree responsive to 
the industrial and commercial needs of the people. 

Mr. LovERiNG. I suppose you agree with many of us, Mr. Secre- 
tary, that it is not always possible to attain the ideal condition? 

Secretary Gage. That is unfortunately so, in all the relations of 
life. 

Mr. LovERiNG. And that this bill has been framed with the idea of 
going as far as we thought the public mind was prepared to go with 
us? 

Secretary Gage. I recognize that fact clearly. I have already said 
I thought it was in the ri^t direction, and that it was formulated by 
the auuior with the limitations to which Mr. Lovering has just referred 
in his mind. 

Mr. Lovering. There is only one other point. I have adverted to 
the necessity of making the issue of national bank currency under this 
bill dependent upon or in some way tied to the bond issue; that is, I 
understand, so that the guaranteed bank notes shall not displace the 
bond-secured notes, and thereby force the bonds into the open market. 

Secretary Gage. Yes, sir; that is my thought. I would substitute 
the word "release" for your word "force," to avoid releasing from 
the banks too large a volume of bonds to be put on the market. 

Mr. Lovering. You say that you do not think this bill goes far 
enough. How far would you be willing to go, or how far would you 
deem it wise to go, in that direction? 

Secretary Gage. You mean to ask what is my ultimate thought as 
to how far we should go? 

Mr. Lovering. Yes. 
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Secretary Gage. I think we should provide a system that would 
furnish sufficient inducements to insure responsiveness on the part of 
the banks, so that they would feel, if possible, the scheme of utility 
that we would lay out for them. I believe that such a scheme should 
be sufficiently atti*active to induce them to carry any United States 
bonds and any United States ^eenbacks for which they should be 
charged with the burden of i*edemption — say, $600,000,000. And I 
think that for the difference between the $500,000,000 of Government 
securities they would have to carry as a basis of securities and the 
capital of the banks now existing or that might be organized (which 
I believe could be safely estimated at $1,000,000,000 in the course of 
three or four j^ears) they should issue circulation under what we call 
the asset principle, furnishing guaranties in the form of a safety fund 
such as you have suggested or provided for in your bill. We pro- 
vide for it through an annual contribution. You provide in this oill^ 
I think, for a tax of one*half of 1 per cent on the bank issues. 

Mr. Lovering. Yes; that is to replenish the ^aranty fund. 

Secretary Gage. Yes. Whether that is sufficient or not is a matter 
of theory. I believe it is; but I am now taking steps to review the 
history of the banking system of this country for thirty-six years. 
When it is finished I think I will be able to make a demonstration as 
to what would be sufficient — if the history of thirty-six years furnishes 
a basis for judging for thirty -six years to come, which I think we will 
all admit it would. 

Mr. LovEBiNG. It would be very small, in your judgment, would it 
not? 

Secretary Gage. I think it would be quite small. 

Mr. LovERESG. Then, Mr. Secretary, you would issue, under a bill, 
what would be a substitute currency rather than an auxiliary bank-note 
currencv after you got up to the extent of $600,000,000, would you 
not? 'Then you would cut loo^^e from the bonds, would you not? 

Secretary Gage. After the $500,000,000? 

Mr. Lovering. Yes. 

Secretary Gage. Yes, sir; and the balance of the circulation should 
be 

Mr. Lovering. This bill is framed, as you are aware, so as to tie the 
issue of the bank notes to the bonds. 

Secretary Gage. Well, I would tie it to the other. I would make a 
condition precedent to the issue of what we will call asset currency 
(for the sate of giving it a name) the carrying of 60 per cent of the 
capital in bonds or in greenbacks, as I have already suggested. 

Mr. Thayer. Mr. Secretary, what practical steps have been taken 
by vour Department since last March to maintain the parity between 
gola and silver? 

Secretary Gage. We have received all that has been oflfered for 
taxes. That is all. 

Mr. Thayer. Have you paid out any gold in exchange for silver on 
demand? 

Secretary Gage. No, sir: perhaps we have given somebody $1, or 
$6. or something of that sort. 

Mr. Thayer. Has there been any presentation of silver and a 
demand for gold in exchange? 

Secretaiy Gage. No. 

Mr. Thayer. How would the law directing you to exchange gold 
for silver facilitate that exchange over the present conditions? 
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Secretary Gaoe. It would enable me to make the exchange if 
required, where it probably does not now. 

Mr. Thateb. Will you explain a little further what you mean by 
the expression that "it probably does not now?" 

Secretary Gage. I mean that there is no express provision in the 
law authorizing the Secretary of the Treasury to give gold for silver. 

Mr. Thayeb. How do vou interpret the direction to you to main- 
tain the paritv between them, if not in that way? 

Secretary (jage. We do not interpret it in the absence of enabling 
le^lation. 

Mr. Thayeb. By that do we understand that you feel that you are 
unable, at the present time, to maintain the parity between the two 
except by furtner legislation? 

Secretary Gage. No; I think it is very certain that at the present 
time we can maintain the parity without the authority of direct 
exchange. But the world does not believe we always can. They 
doubt whether we always can. They fear that the time will come 
when the revenue from taxes will not be large enough, and the centers 
will be gorged with silver certificates; and they fear that then, without 
any direct exchange of gold for silver, silver may fall to some discount, 
less or great, measured in gold. This fact, this fear, this apprehen- 
sion, this sentiment, affects the minds of the people — that is, it affects 
the minds of those who are responsible for cariring in their reserves 
what they consider the best money; and therefore they discriminate 
against silver. I do not want them to do that. 

Mr. Thayeb. Whom do you mean by '*they?" 

Secretary Gage. I mean the bankers; but I do not mean that they 
are different from any other class of men in this respect, or that they 
are perverse in the matter. They are acting under the same law of 
human nature that governs the actions of everybody else. Given two 
things, one absolute and the other perhaps absolute, but carrying with 
it any shadow of doubt, the preference will be given to the absolute 
every time. 

Mr. FowLEB. Let me interject a question here: Is it not the duty 
of any banker or any trustee to do that very thing, Mr. Secretary ? 

Secretary Gage. I do not know that it is. 

Mr. FowLEB. If there is a doubt about the equality? 

Secretary Gage. Jt is his duty to himself. 

Mr. FowLEB. Well, is it not his duty to his creditors? 

Secretary Gage. I think it will be found he will pay them with the 
cheapest money he can pay them with and keep the best for himself. 

Mr. Thayeb. I noticed that you said that second to the authority to 
pay out gold for silver would be the retirement of the greenback. As 
the law now stands, what is the particular demand or benefit to the 
Government from the retirement of the greenback? What advantage 
would the Government gain by it, in your judgment? 

Secretary Gage. It would gain an advantage as regards the respon- 
sibility of maintaining gold payments on $346,000,000. 

Mr. Thayeb. But wlmt are you going to substitute for that money? 

Secretary Gage. Bank notes, for the redemption of which, under 
this plan, somebody will be responsible who has the material with 
whicn to redeem them — either gold or good assets. 

Mr. FowLEB. Assets measured in gold values? 

Secretary Gage. Yes, sir. 

Mr. Lewis. Mr. Secretary, in order to carry out this plan of yours 
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in the future, on what basis would you have these banks issue their 
inotes — bonds only? 

Secretary Gage. As 1 have suggested here, bonds or Government 
obligations carrying no interest to the amount of 50 per cent of the 
capital of the bank. For the other 50 per cent, if they issued 50 per 
cent of the capital, in what are called unsecured notes; the assesta of 
the bank and the safety fund would be the security. 

Mr. Lewis. The assets of the bank, and what else? 

Secretary Gage. And the safety fund to which they would all have 
to contribute. 

Mr. Hill. Mr. Secretary, I am not a member of this subcommittee, 
but Mr. Fowler has kindly indicated that I might ask you a question. 
I notice you sa}^ that greenbacks can be retired without cost by the 
enactment of provisions of law hy which the banks would be made to 
assume the burden (which you think they ought to take) of such retire- 
ment. I want to ask you a question or two in order to see if we can 
not retire them without cost without waiting for that happy dav when 
we can have a bank credit currency to which I have been soundly con- 
verted during the last four or five j'ears in this committee room. We 
have $150,000,000 of gold, have we not? 

Secretary Gage. Yes, sir. 

Mr. Hill. Suppose you had authority to pav the greenbacks to-day; j 

how much could you pay without an v disturbance, using the reserve 
which is now put there to cany them— #200,000,000 or j ust |l50,000,000 ? 

Secretary Gage. The Government could easily pay $200,000,000 by 
exhausting its gold reserve and reducing ver}^ much the cash in the 
general fund. 

Mr. Hill. Would that lessen at all the volume of legal tender in 
the country? 

Secretary Gage. No; the volume outside the Treasury would be 
unchanged. 

Mr. Hill. Not at all. In your judgment, how long would it take 
the other $1-1:6,000,000 to come in ? You say there are $200,000,000 
which are directly ''get-at-able" now. 

Secretary Gage, x es — nine or ten years. 

Mr. Hill. Would that cause any embarrassment to the Government? ' j 

Secretary Gage. Not if the revenues were respectably large as com ' 

pared with the expenditures. 

Mr. Hill. Now, we have a law requiring $53,000,000 a year to be 
put in the sinking fund. We have been buying bonds and paying a 
considerable premium for them. I notice that the bonds to-day are ] 

at a price which will not net more than from li down to a half of 1 i 

per cent interest. In your j udgment which would be the better policy — 
for the Government to buy more bonds, or to pay the demand notes, 
using the reserve fund as a part of the instrumentality by which to I 

do it? 

Secretary Gage. If I were the Government, I should pay the demand 
obligations. 

Mr. Hill. Exactly. Do you not think that the establishment of any | 

form of credit currency through the banks would be greatly expedited 
by entirely eliminating all the greenbacks from the held of currency, 
prior to such establismnent? 

Secretary Gage. I am inclined to believe, without consi4ering at 
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great length your question, that if the two could go along together it 
would be still better. 

Mr. Hill. I fully agree with you; but the point I am trying to get 
at is whether it would not be easier to secure legislation looking to the 
establishment of a system of asset currency, with the field clear for it, 
than to wait until the two could be brought along together, in view of 
the conditions which make it entirely possible to pay the greenbacks, 
as you have indicated? 

Secretary Gage. I agree with you and with your suggestion; but it 
is nay belief that it will be much more difficult to get legislation 

Mr. Hill. I am not speaking about the question of legislation. I 
am speaking about the advantage to the Government. 

Secretary Gage. I agree with you. 

Mr. Hill. I think it is a very difficult job to get legislation for 
either. 

Mr. Cox. Mr. Secretary, I have been sitting here studying over one 
proposition of your theory, and I am not satisfied with it. i ou start 
this theory with issuing notes upon the assets of the bank. That is 
the main germ of tiie bul? 

Secretary Gage. Yes, a very important item in it. 

Mr. Cox. That is the bill, is it not? That is the germ of it? 

Secretary Gage. That is the bill; yes, sir. 

Mr. Cox. Now, then, there is a certain amount of notes which you 
are authorized to issue upon the assets of the bank ? 

Secretary Gage. Yes. 

Mr. Cox. Now, in addition to that, you have the bonds of the United 
States to secure another circulation which the banks have; so you have 
there two circulations based upon different securities? 

Secretary Gage. Not necessarily. A portion of their circulation is 
based on one, and the other portion is based on the other, or both are 
based on these two jointly. There need not necessarily be any line of 
demarcation. 

Mr. Cox. Yes; we understand each other on that pro]^sition. At 
any rate, to clear that point up as to the notes that are issued on the 
assets of the bank, there is notning that is liable, for them except the 
assets of the bank? 

Secretary Gage. And the safety fund. 

Mr. Cox. Oh, yes; the safety fund, of course. I include that in 
the thought. 

Secretary Gage. All right. 

Mr. Cox. Now, suppose a bank breaks, and it has out these two 
circulations. It has its safety fund for one, and its United States 
bonds for the other. The Government redeems its notes, those issued 
by authority of the Government. Now, will not the Government 
have the right to reimburse itself out of the assets of that bank before 
anybody else can touch them? 

Secretary Gage. It can be arranged on that plan; and, if the safety 
of the circulation required it, it ought to be arranged on that plan. 

Mr. Lovering. It is so arranged. 

Secretary Gage. It is so arranged in this bill. I do not believe it 
is necessary, Mr. Cox, in a properly arranged currency, to give the 
bill holder any priority of lien on the assets. I believe that the safety 
fund, together with a contribution in the way of taxes, which the 
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Grovernment would hold as trustee (but not as guarantor), would be 
quite sufficient. I would withdraw the Government of the United 
States entirely as the guarantor of all the notes, whether secured by 
bonds or by assets. 

Mr. Cox. So would I, if I could. 

Secretary Gage. It might be wise to continue to have the Govern- 
ment act as a trustee for all the people. But this fund, in my belief 
(and I think it can be demonstrated), would be sufficient, so that in 
case of a bank failure the Government, as trustee, would take right 
out of it, bodily, enough to redeem all the notes of that bank. Then 
it would prove a claim against the bank, along with other creditors; 
and all that it realized from the assets, proportionatelv to the other 
creditors, it would restore to the fund from which it had taken the face 
of the circulation. 

Mr. Cox. 1 beg your pardon; I do not catch that quite clearly. 

Secretary Gage. Suppose a bank fails, and has $50,000 of circula- 
tion out. The Government would inmiediately charge that fund 
$50,000, and transfer that amount for a redemption fund for those 
notes. It would then immediatelv prove up a claim, as trustee, for 
the note holders, to the amount of $50,000 against the assets. Sup- 
pose it realized 50 cents on the dollar fi'om the assets of the bank. 
When it did, it would restore to this safety fund $25,000, having taken 
fifty; and the general fund would get the benefit of all that was realized 
from the liquidation of that particular bank. Do you follow me I 

Mr. Cox. Yes; I am quite sure I do, now. 

Mr. LoYBBiNG. The United States, in other woi'ds, shares ratably 
with other creditors? 

Secretary Gage. Yes. 

Mr. Cox. Is that the theory ? 

Secretary Gage. That is the theory in this bill. 

Mr. LoTERiNG (reading from page 3 of the bill): 

And for this purpose the United States shall, on behalf of the bank-note guaranty 
fund, have a lien upon all the aasets of the aasociation ratably with other creditors 
of the bank. 

Secretarj^ Gage. Does the Government guarantee the notes in your 
bill? Does it guarantee the credit circulation, or does it only act as 
trustee? 

Mr. Lovering. It only acts as trustee. 

Mr. Cox. The language used there is *'with other creditors of the 
bank;" but I do not make any point on that. My mind runs in this 
wav, Mr. Secretary: A bank fails. It has in circulation, we will say, 
$100,000. 

Secretary Gage. Yes. 

Mr. Cox. The bank fails. Under the present law, the bank has 
issued $10i),000 of United States currency, as we will call it, upon the 
faith of the bonds; because we passed a law providing for its issue at 
^ar, you know. 

Secretary Gage. Yes. 

Mr. Cox. It has $100,000. Now, the Government has to redeem 
and pay those notes in the first instance, and it goes back to the bank 
to be reimbursed. Suppose you find that the whole assets of the bank, 
outside of this safety fund', are only $100,000. Now, then, if the 
bank has an issue out based upon its assets, all there is to redeem that 
issue is this safety fund. 
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Secretary Gage. Yes, sir. Understand that in all this talk we have 
supposed that all the issues of the banks would be limited by their 
camtal. 

Mr. Cox. Yes; I assume that. 

Secretary Gage. Yes; there would be a limited liability on account 
of notes outstanding. 

Mr. Cox. Just one more question and I am through. This is the 
point in my mind: The bank has $100,000 of capital? 

Secretary Gage. Yes. 

Mr. Cox. It has in circulation $100,000 of national currency, based 
upon bonds? 

Secretaiy Gage. Yes. 

Mr. Cox. It then issues, we will say, $60,000 upon the assets of the 
bank. It has this little safety fund, whatever it may amount to? 

Secretary Gage. Yes. 

Mr. Cox. Now, the bank breaks. The Government has to redeem 
the $100,000 of notes and turn itself against the bank's assets for 
reimbursement. That is where it has to go? 

Secretary Gage. Yes, sir. 

Mr. Cox. Suppose, when it goes there and takes the assets of the 
bank, it finds that it has not more than $75,000 of assets. Now, my 
point is, where does that other $60,000 go? Of course there is that 
little safety fund. But who pays that? What becomes of it? 

Secretary Gage. All the other banks pay it. 

Mr. Cox. All the other banks? 

Secretary Gage. Yes; they have all contributed to a safety fund, 
and have formed a lar^e f una amounting to millions of dollars — ^ten, 
fifteen, or twentv millions. A bank fails. It has $100,000 of circula- 
tion out. That $100,000 is charged to the safety fund, and is taken 
right over to the redemption fund, and the notes are redeemed. Then 
the Government, on behalf of the safety fund, makes claim against 
the bank and gets all the dividends that it can, be the same more or 
less, and puts them back into the safetv fund. But the impoverish- 
ment of tne safety fund is at the cost or all the banks that are issuing 
circulation. 

Mr. Cox. Well, Mr. Secretary, that must result in this, upon that 
theorv, that each bank stands as security or guarantor for the notes 
issued by any other bank? 

Secretary Gage. Yes, sir; to an amount that is limited. 

Mr. Cox. I am assuming that, of course. 

Mr. LovERiNG. Does not the double responsibility or liability of 
the stockholders provide for the redemption of those notes? 

Secretary Gage. No. 

Mr. Fowler. It is for the creditors? 

Secretary Gage. For all other creditors as well. 

Mr. Cox. That is for the benefit of other creditors? 

Secretary Gage. Yes. It may interest you, Mr. Cox, if I tell you 
the result of a little examination I made. 

Mr. Cox. I would like very much to hear it. 

Secretary Gage. I took the history of banking in this country for 
thii*ty-8ix years, and assumed that the banks which have failed had all 
taken circulation on assets to the amount of 26 per cent of their capi- 
tal; that the banks that have not failed were all so conservative that 
they did not take any of this kind of circulation, and therefore con- 
tributed nothing to the safety fund. 
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Mr. Cox. Yes. 

Secretary Gage. I assumed that the only contributions made to this 
safety f una were made by these adventurous banks that took an ell if 
you gave them an inch, that kept their circulation out to the limit that 
1 theoretically allowed them at that time, 25 per cent of their capital. 

Mr. Cox. les. 

Secretary Gage. That they had each of them issued notes; that they 
and they only had issued notes; they and they only had paid the tax, 
and that that tax had been 1 per cent per annum during their life, 
whether brief or long. Then (in this experiment) I made these notes 
a first lien upon the assets, and I found that the fund thus gathered 
from failed banks alone would have made good the deficiency twelve 
times over. Now, of course, if 1 had taken contributions from the 
solvent banks — because probably the failed banks, p.f ter all, are only a 
conaparatively small percentage 

Mr. Cox. Oh, yes; I know. 

Secretary Gage (continuing^. Why, that would have been an enor- 
mous fund. And I am satisfied that when I complete these figures 
to which I referred a little while ago we will be able to form a pretty 
accurate judgment of what is required. 

Mr. FowLEB. I want to ask you to elaborate this point, Mr. Secre- 
tary: This fund which was created by the failed banks was only 1 per 
cent of the circulation annually, or 6 per cent to begin with? 

Secretary Gage. One per cent annually. 

Mr. FowLEB. And you rested the whole case upon the 1 per cent 
annually? 

Secretary Gage. Yes. 

Mr. LovEBiNG. There was nothing assumed as having been paid at 
the outset? 

Secretary Gage. No; I think not. 

Mr. Cox. I do not understand, in the case of which you speak, where 
a bank issued no circulation upon its assets, that it paid anything to 
the other banks? 

Secretary Gage. No; it paid no tax. 

Mr. Cox. It could not? 

Secretary Gage. Only the failed banks paid. 

Mr. Capbon. I was aesirous of asking simply this question, Mr. 
Secretary, whether or not, under this bill, it is your opinion that the 
banks would generally and voluntarily come into a S3'stem of this kind, 
by which all the banks become in a way insurers of the poorer banks. 
T^ere is nothing compelling them to do it in the bill; so I was won- 
dering whether, in your judgment, under the provisions of the bill 
they would come into this scheme readily and willingly ? 

Secretary Gage. I am inclined to think that those national banks 
now in existence would to a pretty good decree adopt the privileges 
which would be given them; but as I said a little while ago, you never 
can tell, vou know. You can never tell what " the other fellow" will 
do, and tne proof of the pudding is alwavs in the eating; but I am 
inclined to believe that they wouid come along pretty well. 

Mr. Lovering. They would not only come along in a time of 
redundancy of currency, you think, but in time of stress ? 

Secretary Gage. Well, if they came along, they would come along 
and keep their bills out all they could. One of the troubles of this 
bill and of our whole existing sj^stem, and one from which we can not 
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escape without further action of sofne kind, is contraction. There are 
two motives which must prevBil for a proper system of currency. One 
is a strongmotive to put it out; the other is a strong tendency to push 
it back. W hen these two forces are operating, there will be an equi- 
librium, and that equilibrium will be determined by the ability and 
desire of the country to use these instruments. 

Mr. LovERiNG. Do you think that the stimulus to the retirement of 
the currency lies in the tax that is placed on it? 

Secretary Gage. Yes, sir; that has a repressive tendency. I do not 
think it is sufficient, however. 

Mr. LovERiNG. But under this bill there are other inducements. 

Secretary Gage. I wish you would call attention to them. 

Mr. LovERiNG. Well, the mere idea that each bank is anxious to 
have its neighbor's bills restored, returned. 

Secretary Gage. That is not a very powerful motive, especially if 
the bank is obliged to have them retired at its own expense, by pay- 
ing express charges on them. 

Mr. LovBRiNG. This bill provides that they shall be retired at sub- 
treasuries, at convenient points. 

Secretary Gage. I have thought about the problem of which you 
are now speaking-^-an influence to send them back — in connection 
with the somewhat inchoate ideas I have sketched here as to what was 
in my mind, and I have not solved it. But I am inclined to believe 
that in a final measure there would have to be some kind of a penalty 
put on the banks for carrying in their vaults beyond a reasonable 
period — say sixty days — the notes of other banks. They ought to 
push them back. They ought to send them back for redemption. 

Mr. LovERiNG. Would you provide that they should not pay them 
over their own counters? 

Secretary Gage. No, That is a good requirement in Canada, where 
there are only a few banks, with many branches, but it could not be 
made to operate here. To illustrate: Take a bank down in your sec- 
tion, where thev are obliged to get their currency from New York, if 
you please, in their cotton season. They are obliged to take anything 
they can get that can be paid out, and if national-bank notes are sent 
to them by a New York bank they must be at liberty to pay them out. 
If they were forbidden to pay over their own counter any notes except 
their own, you can see what the effect would be. In Canada the idea 
is practicable, because there are only eight banks, each one of which 
has a multitude of branches, and they are all represented somewhere. 

Mr. Fowler. Mr. Secretary, right on that point: If you had a 
properly adjusted credit system, the banks in the Southern States or 
Western States would create their own currency. Would it not, 
therefore, be a proper limitation to say that the banks of the East 
(supposing the country were subdivided) should not pay over their 
counters notes that belonged in the West and the banks of the West 
should not pay out over their counters notes that belonged in the 
East? 

Secretary Gage. Well, there is a thought worth considering. I do 
not claim to have solved that problem, but I do think a repressive 
influence ought to be put on the banks in that particular. 1 believe 
such an influence can ne developed, either in conformitv with your 
suggestion, or in conformity with mine, or in conformity with the 
ideas of someone else who will put his mind to work on it. 
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Mr. Cox. Mr. Secretary, pardon me for asking you another ques- 
tion right along on that line. Take my country. We get our cur- 
rency generally from Cincinnati and New York. 

Secretary Gaoe. Yes. 

Mr. Cox. Now , say one of my banks — ^there are two in my little 
town, one of them a national bank — issues its notes, limited, of course, 
by the amount of its capital. 

Secretary Gage. Yes. 

Mr. Cox. Do you believe that those notes would pass in the city of 
New York? 

Secretary Gage. Oh, yes, if they were redeemable at subtreasuries. 

Mr. Fowler. Just a question: If the law provided that any bank 
issuing notes must provide for their redemption at a financial center, 
wouldnot that meet the requii^ement? 

Secretary Gage. That would make them go just as well as they go 
now. 

Mr. Cox. Oh, yes; if you provide for their redemption at a financial 
center. But if you do that, you just take that much of your assets 
away to provide for their redemption, do you not? 

Secretary Gage. Well, you must protect your notes, if you give 
them out. Somebody must do it. 

Mr. Cox. Oh, they ought to be protected. I do not insist on any 
other way; but I do not think it is practical. 

Mr. Fowler. Is there any other gentleman who would like to ask a 
question ? 

Mr. Capron. Just one question, which requires only a very short 
answer. Mr. Secretary, vou have raised a vision in my mind this 
morning which has been dwelling there ever since the first day I had 
the honor of listening to you in this room some years since. Kemem- 
bering the process through which this committee and Congress and 
the country have passed m arriving at such legislation as we now 
have, I wanted to ask if in your opinion the ideal currency bill which 
you hinted at in your statement this morning was possible at this 
time, and had better come along with the bill tefore us this morning, 
which would be a part of it? In other words, I wish to ask whether 
or not, in your judgment, it will be possible for us at once to arrive at 
the ideal or scientific banking and currency scheme or law, in a general 
bill, or whether we will be obliged to approach it by steps, in a halting 
way, which has been seemingly necessary in order to procure actual 
legislation in the past? Do you think we can get together upon one 
general scheme which will take in the standard, the parity of money, 
and the credit currency, which it will be possible to enact into law^ 
with human minds to enact it? 

Secretary Gage. If I can answer your question generally, instead of 
with great specificness, I would say that I do not believe the broader 
measure which 1 have sketched in a way is at present attainable. I 
therefore believe that the consideration of a measure like this is valu- 
able. I believe it would be a good thing to report this bill, because it 
will set people to thinking, any wajr. It brings m suggestions. I s up- 
pose, practically speaking, there is little probability of this measure 
or any other drawn on similar lines becoming a law between now and 
the 4th da}^ of March next. There are two kinds of values — a prac- 
tical value and a moral value. I think there is a great moral value in 
considering this bill, and there would be moral advantages (interpret- 
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ing that word very broadly) in reporting it, letting the people read it, 
and letting them think about it. Of course we want to arrive at the 
truth of this thing. 1 believe we all do. I do not believe there is 
anybody around this table, and I do not believe there is anybody any- 
wl^ere, who wants any financial legislation of this kind for his own 
benefit, or for the benefit of a class — ^bankin^, insurance, railroads, or 
anything else. We all desire that which it is best for the country to 
have, all things considered. This bill is educational. If it were even 
remotely probable that it would or could become a law at this session 
of Congress, it might be better to discuss more closely the question 
which you raise, viz, whether it would not be better to adopt this law 
as a ^^John the Baptist " to another law. I do not believe it is really 
necessary to discuss that question, however, because there is not any 
probability that it will become a law. Yet with all the human proba- 
bilities against its becoming a law, I think it would be a good thin^ to 
report it, and to make members (so far as they will) read it and think 
about it, and gradually we will come, at no distant day, to such a gen- 
eral comprehension ox the question that there can be unity of action, 
as I firmly believe and trust there will be. 

Mr. Stalungs. Mr. Secretary, you said you thought it advisable 
to report this bill. Do you think it woula be advisable to enact it 
into bw? 

Secretary Gaoe. If I were in Congress I would offer a substitute. 
[Laughter.] 

Mr. Stallings. I thought so, from your remarks. 

Mr. Fowler. Mr. Secretary, I would like to ask one question, 
which was suggested by what you said with regard to the moral pur- 
pose of this measure. That is whether, in your judgment, the passage 
of the bill of March 14, 1900, had any other e&ct than a moral 
effect, except to tie the hands of the Government more firmly than 
they were tied before? 

^cretary Gage. I think the effect was largely moral. At the same 
time it did put the Treasury in a great deal letter position than before 
to meet theoretical possibilities. 

Mr. Fowler. Did it not facilitate the "endless chain," by limiting 
the amount of demand notes that could be impounded to $50,000,000? 

Secretary Gage. I do not see that it facilitated the '^ endless chain." 

Mr. Fowler. If the Government before could impound the whole 
$346^000,000, and now it can only impound $50,000,000, did it not 
&cilitate the " endless chain ? " 

Secretary Gage. Well, it impounds now, provided your revenues 
are equal to your expenditures 

Mr. Fowler. But suppose they are not, and you are bound to force 
them back every time you get $50,000,000 in the Treasury. Did it 
not, to an almost immeasurable degree, destroy the power of the Gov- 
ernment theretofore to stop the "endless chain?" 

Secretary Gage. Well, an argument might be maintained on that 
side of the question. 

Mr. Brosius. Has every member of the committee who desires to 
interrogate the Secretary done so? 

The chairman of this committee desired that every member of the 
committee should have an opportunity to interrogate the Secretary 
before he availed himself of the opportunity. The time has elapsed. 
The hour at which the subcommittee desires to adjourn, I suppose, has 
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arrived. I had intended availing myself of the courtesy of the chair- 
man of the subcommittee to submit a few questions relating to the bill 
before us. The hearing this morning has been very interesting indeed; 
but if I may be allowed to say so, we have not discussed this bill much. 
I had several questions which I desired to ask. I read the bill over 
with care this morning for the first time, and I found some difficulty 
in the practical operation, or, in other words, the *' workability," of the 
bill; and I woula like to have the views of the Secretary upon some of 
those points. But the time has all been consumed. Is it the purpose 
of the subcommittee to have further hearings? 

Mr. Fowler. Not with the Secretar3\ 

Mr. Brosius. I would not have him come here on mv account. 

Mr. Fowler. I would suggest that you either go on now or that 
you submit your questions m writing and let the Secretary answer 
them at his pleasure — ^just as you see fit. 

Mr. Brosius. I do not think they are of sufficient importance to 
submit them in writing to the Secretary. 

Mr, Stallengs. Mr. Chairman, we have time to let the Secretary 
answer this morning. I suggest that that be done. 

Mr. Brosius. I have some difficulty about this: I am, of course, 
interested in some of the general propositions which have been dis- 
cussed, about which, when we are up to them, I will be glad to ask the 
Secretary some questions. But we will waive those propositions now, 
and take a cursory view of this biU, to see whether it is "workable." 
And I confess that in carefully reading over the bill I experienced a 
sense (if my friend will allow me) of incompleteness — that is, of the 
omission of matters which would have to be supplied before the bill 
would be " workable " all around. 

Now, to be just as brief as I can: Under the existing law, of course, 
the Government guarantees the redemption of national-bank notes. I 
was going to ask the Secretarj'^ whether or not he thought it was a 
sound principle for the Government to guarantee absolutely not only 
the current but the ultimate redemption of notes of failed brinks? 

Secretary Gage. I think not. 

Mr. Brosius. The question has reallv been answered by the Secre- 
taiy in a former statement, in which £e said that he would withdraw 
the Government as a guarantor from all our money. That, of course, 
would answer that question. 

Now, I do not find in the bill any provision relating to worn-out, 
defaced, and mutilated notes. The notes issued under this bill would 
become worn-out, defaced, and mutilated just as the present notes do. 
But there is no provision in regard to them; and I did not know what 
disposition the author of the bill intended to be made of them. 

Mr. LovERiNG. The same provision that was made with regard to 
bond-secured notes. 

Mr. Brosius. There is an express provision, directing explicitly 
what shall be done with them. But that does not apply to this bill. 

Mr, LovERiNG. No; but that may be incorporated. 

Mr. Brosius. That illustrates the character of the points or inquiries 
that arose in my mind. That point is provided for, under the present 
law, in section 55, on page 16, of the new banking law. 

Mr. LovERiNG. If it 18 necessarv the bill can be amended in that 
respect. 

Mr. Brosius. Now, I go on. Do you think, Mr. Secretaiy, that 
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either the current redemption fund or the ^arantee fund (there are 
two) should be a part of the legal reserve of banks? You know the 
5 per cent redemption fund is now a part of the legal reserve. 

Secretary Gage. I think not. 

Mr. Brosius. Well, there is no provision for that in the bill; and I 
did not know what the author of the bill had in his mind on that point. 

Secretary Gage. The national banking law provides, you know, 
that it may be counted as part of the reserve. 

Mr. Brosius. Well, it is counted as part of the reserve. 

Secretary Gage. 1 do not think it ought to be. 

Mr. LovERiNG. You do not think it ought to be? 

Secretary Gage. No. 

Mr. Brosius. Do you mean you do not think it ought to be under 
the existing law ? 

Secretary Gage. I do not think it ought to be counted as a part of 
the reserve against deposits. I do not think it ought to, now. Still, 
that is only my opinion. Perhaps I am wrong. 

Mr. Brosius. rJow, this bill does not provide that the notes of 
failed banks shall be paid by the Treasury, as at present, so that 
there would be an interregnum where such notes would not be payable. 
Would not that be introducing confusion into our banking system and 
do us injury? 

Secretary Gage. Yes; that ought to be cured. 

Mr. Brosius. Then, is not the proper way to cure that to provide, 
just as the present law provides, that the notes of failed banks shall be 
redeemed by the Treasury when they are presented, as they are now ? 

Secretary Gage. Not just exactly, beciause that would make the 
Government responsible for them. 

Mr. Brosius. How else can it be done? 

Secretary Gage. The Government can act as trustee. It can charge 
that fund 

Mr. Brosius. Certainly; they would do that up to the limit of that 
fund; but if that limit was exhausted, then there would be nobody to 
pay the notes, and the notes would be hanging. 

Secretary Gage. So they would. 

Mr. Brosius. That is a calamity which I would avert, if possible, 
because I can see how that would affect the public mind. 

Secretary Gage. You must word it in such a way that there could 
be no contmgency of that kind. 

Mr. Brosius. If there could be no contingency of that kind, then 
of course the inquiry would possess no force, fiut, under the provi- 
sions of this law, I ao not see that any provision is made for making 
an additional call upon the banks to replenish the guarantee fund in 
excess of one-half oi 1 per cent. And ii there could be a contingency 
in which that guarantee fund would be exhausted, a difficulty would at 
once arise unless the banks could be called upon for an extra contri- 
bution to the fund. In all our discussions heretofore upon that subject 
it has been contemplated that in case of the exhaustion of the fund an 
extra draft would be made upon the banks of an additional Quarter or 
half of 1 per cent, or whatever mi^ht be necessary, to replenish the 
fund. But no provision is found in this bill for that. !Now, ought 
there not to be some such provision? If it is never needed, it can do 
no harm; but if it should be needed it could do great harm if it were 
not supplied. 
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Secretary Gage, I think it would be valuable to put in such a pro- 
vision, provided you kept the power of assessment within a limit that 
the banks would be willing to face. 

Mr. Bkosius. Exactly; that would be a fact that would have to be 
reckoned with, of course. 

Secretary Gage. Yes. 

Mr. Bbosius. This bill provides that the amount in circulation to be 
taken out shall not exceed one-fifth (that is, 20 per cent) of the face 
value of the bonds deposited. Now, is it not possible that a bank 
might deposit those bonds, and take out no circulation at all but the 
guaranteed new circulation provided by this bill? Would it not be 
fair, or would it be unfair, to provide that a bank, before it could avail 
itself of the provisions of this bill, should be required to take out cir- 
culation up to the limit of the bonds that it deposited under the old 
system? 

Mr. LovERiNG. The bill distinctly states that in the second section. 

Mr. Bbosius. It does? 

Mr. £x>V£BiNO. (Beading from section 2 of the bill:) 

That guaranteed bank notes may be issued to any national banking asBodation 
under USe proviBione of thie act to an amount not exceeding (»e-fifth of Uieiaoe valae 
of the United States bonds on deposit by said bank with the Treasurer of the United 
States to secure currency notes issued under existing law. 

Mr. Brosius. Oh, I know there is that provision; but the banks are 
not compelled to take out the notes. 

Secretary Gage. Can you not trust to the motive of self-interest 
operating on the bank? 

Mr, Brosius. I do not know whether we could or not. 

Secretary Gage. Under this bill, suppose a bank put up 60 per 
cent of its capital (or whatever is required here) in bonds, and did. 
not take any circulation on them, but issued a credit circulation, and 
then failed. The credit circulation would be a lien on the bonds only, 
under your bill. 

Mr. lx)VERiNG. It is intended to be. 

Mr. Brosius. Oh, it would be a lien under any bill, because the 
bonds would be a part of the assets. 

Secretarv Gage. And there is no conceivable motive on the part of 
a bank to have any quantity of bonds lying idle and abstaining from 
the privilege of issuing circulating notes on them, if it can make them 
stay out? 

Mr. Brosius. Well, the banks will put them out if they will stay 
out, as they do now; and yet the banks have not issued all the circu** 
lation that they can under the bonds already deposited. 

Secretary Gage. There is no profit in doing it now. 

Mr. Brosius. That shows that there is more money than can be 
used, does it not? 

Secretary Gage. It shows that there is not margin enough in their 
business to tempt them to do it. They do not try to put them out 

Mr. Brosius. Oh, I beg your pardon. Mr. Secretary; in the bonds 
alread}'^ deposited there certeinly is pront. 

Secretary Gage. Yes. 

Mr. Brosius. It is an absolute loss to deposit a bond and not take 
out circulation, if you can use the circulation. 

Socretarv Gage. I think there are verv few cases where bonds are 
deposited as security where the banks have not substantially the entire 
circulation outstanaing. 
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Mr. Bbosius. The amount is not very large now, Mr. Secretary. I 
think it is four millions and upward. But I remember in 

Mr. Hill. Is not that covered by the peremptory law which makes 
every national bank take out a certain amount of bonds, whether it 
issues circulation or not? 

Mr. Brosius. The banks must take out bonds, but they are not 
required to take out circulation; and my point was that being required 
to deposit their bonds they would do so, and then they would taKe out 
this new circulation to the amount of two-fifths of their bonds, without 
taking out any circulation under the old law. Now, whether or not 
there would be a sufficient motive to make them do that, I do not know. 
But I think I would require it. I was going to ask the Secretary if it 
would not be desirable to re(][uire them, as a condition precedent to 
availing themselves of the privilege afforded in this bill, to take out 
circulation up to the limit of the bonds already deposited? 

Secretary Gage. Well, I think they would ao it anyway, and there- 
fore it would be unprofitable to require it. But I can conceive that a 
conservative bank might put up its bonds, take out the circulating 
notes^ get the privilege of issuing credit notes, and be so situated that 
it would never have any occasion to do it except in some emergency. 
Then it would be ready; and that would be the motive for getting in 
shape to meet such contin^ncies. 

Take the case of the First National Bank, with which I was asso- 
ciated for a good many years. We put up the minimum amount of 
bonds reouired by law, f50,000. We had issued to us $45,000 of 
notes. Tne notes are in the vault of the bank yet. They never were 

Eaid out. The reason was because, in our particular case, our credit 
usiness (for that is what a bank does) can be transacted through the 
instrumentalitv of checks and book credits; and the margin of profit 
was not enough to induce us to assume the liability which was incurred 
in putting out our own notes, which we would have to redeem, you 
know, and take back. 

Mr. Brosius. And paying a tax on them besides? 

Secretary Gage. And paying a tax on them. But in 1898, after 
eleven years when they never had been signed, things were pretty 
shaky ^ as you all remember. Deposits began to evaporate; and look- 
ing at the cash on hand, we realized that we had $45,000 which in the 
last event we could get people to take; so we signed them up and got 
them ready. But, &anks to the leniency of our creditors, we did not 
have to part with them; and it has them yet. 

Mr. Brosius. In that contingency, Mr. Secretary, it was one of the 
most surprising things (and I remember directing the attention of tiiis 
committee to the fact some years ago in a hearing) that in 1893, the 
very time when we were in the extreme pinch of our distress and our 
monetary difficulties, the national banks of this country were seven 
millions shoi*t of what they might have issued on bonds on actual 
deposit. 

Secretary Gage. Yes. 

Mr. Brosius. That all appears in one of the hearings. I thought 
then that it was very strange. But I think now it only exceeds four 
millions of dollars. 

Secretary Gage. It is a very small percentage. 

Mr. Brosius. It is very small now. Now, Mr. Secretary, the bill 
does not provide for what these notes shall be receivable. 
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Mr, LovERiNG. Before you go on with that, would it not be a higher 
tax to take out the guaranteed notes than it would to take out the 
bond-secured notes? 

Mr. Brosius. I think not. 

Mr. LovERiNG. Then, if that is the case, what reason have you to 
suppose that the banks would avail themselves of this act until they 
had availed themselves of their rights under the existing law? 

Mr. Brosius. As I have already said, I do not know that there 
would be anv motive for a bank to do so. The bill simply says the 
bank may do so and so. At the same time, I think I would make 
them patronize the present law for the sake of keeping them acquainted 
with the present law. 

Mr. LovERiNG. They would do what it is for their best interest 
to do. 

Mr. Brosius. Now, the bill does not say for what these notes are to 
be receivable. Of course the existing law tells exactly what use shall 
be made of our bank notes; but this law makes no provision at all on 
the subject. You will see in section 63, page 15 or the new banking 
act, the provision made in the existing law, telling exactly what these 
notes are to be used for. 

Mr. LovERiNG. If it is necessary to do that, it can be amended. 

Secretary Gage. That provision can be put in; yes. 

Mr. Brosius. Certainly; of course. I am only speaking of these 
things that are omitted, and can be put in, in order to have the atten- 
tion of the Secretary called to them, and to have his views upon the 
subject. Of course that could be put in. I think it ought to be put in. 

Secretary Gage. These notes ought, perhaps, to be receivable by 
other banks. 

Mr. Brosius. Oh, yes. 1 think they ought to be used in everyway 
that our present bank notes are used. I do not know that there should 
be any distinction. 

Mr. LovERiNG. Personally, I am very thankful to the chairman for 
making these suggestions, or to any other member of the committee; 
and I want to say now that this is not such a hard-and-fast bill that it 
is not subject to all sorts of amendments or substitutes. 

Mr. Brosius. I know Mr. Lovering will take kindly these inquiries 
I am making, because he would desire, as any of us would, to perfect 
the bill. 

Mr. Lovering. No one man knows it all. 

Mr. Brosius. No. 

Now, there is no provision in the bill for the disposition of the 
notes of liquidated banks. In section 70 of the banking law, as printed 
in the last act, which I find on page 18, there is this provision: 

Whenever the Treaeurer has redeemed any of the notes of an association which 
has commenced to close its affairSi he shall cause the notes to be mutilated and 
charged to the redemption account of the association; and all notes so redeemed by 
the Treasurer shall every three months be certified to and destroyed in the manner 
described in section, etc. 

There is nothing in this bill providing for the disposition of these 
notes. Now, 1 think that, as in the former case, might be supplied. 

Secretary Gage. Certainly, 

Mr. Brosius. Because, in a bill like this, although it is only an 
amendment to existing law, we are obliged to make provision on a 
great many specific points, or else we are obliged to insert a provision 
making the existing law applicable to those points. 
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Secretary Gage. That is true. 

Mr. Brosius. Now, there is no provision in this bill for the redemp- 
tion of incomplete notes. Under existing law that is fully provided 
for, and the Government is bound to redeem an incomplete note which 
gets out by any mistake or in any other way. I think the same 
provision ought to be made in this bill. 

Secretary Gage. I think Mr. Lovering will not question that. 

Mr. Bbosius. I did not suppose he would; but in running over the 
bill I just noticed these evident omissions. 

I also noticed that in drawing this bill the author used different lan- 
guage in relation to the tax provision. I was wonderinff why that 
was done. I find it on page 20. I speak of this because I always think 
it desirable, in auxiliary legislation, to employ the language of the law 
as it exists, because we become familiar with it, and it has been crys- 
tallized into that form, and has possibly been adjudicated in that form, 
and it is desirable to continue it. The present law is: 

In lieu of all exlBting taxes, every afisociation shall pay to the Treasurer of the 
United States, in the months of January and July, a duty of one-half of 1 per cent, 
each half year, on the average of notes in circulation. 

Now, the language of this bill struck me as being a little peculiar 
and a little uncertain: 

That upon all outstanding guaranteed bank notes issued under the provisions of 
this act there shall be paid a tax equal as nearly as may be to one-half of 1 per 
centum per annum during the period for which such notes may be in circulation. 

I think Mr. Lovering would be willing to just modify that so as to 
make it conform to the language of the present law. ''As nearly as 
may be to one-half of 1 per cent " seems to be unnecessary. It would 
be better to say, "Every association shall pay to the Treasury of the 
United States, each half year, a duty of one- half of 1 per cent," etc. 

Secretary Gage. Yes. Then it will get it "as nearly as may be," 
anyhow. 

Mr. Brosius. Yes. There is just one thing more. 1 will not 
detain you on many things that might be gone into with some elabo- 
ration. For instance, under the taxing provision there is no penalty 
for neglect or refusal to pay the tax. The tax provision is in section 
6 of the bill. In section 81 of our law you will find this provision 
with respect to taxes: 

Every association which fails so to make such return shall be liable to a penalty 
of $200, to be collected either out of the interest as it may become due of such asso- 
ciation on the bonds deposited, etc. 

It provides a penalty and a mode of collecting it. There is no 
penalty at all provided here; and if a bank does not pay this tax, what 
are you going to do? Of course, I suppose Mr. Lovering would see 
the propriety of adding that. 

Mr. Lovering. Those matters are the subject of regulations to be 
fixed by the Comptroller. 

Mr. IBrgsius. The thought was in my mind that your idea was that 
in these respects these notes would be amenable to existing laws. The 
only diflSculty is that the law does not contain that provision. 

Mr. Lovering. If it is your purpose to go on in each one of these 
cases, to refer to the specific language of the statute, that can be done. 

Mr. Brosius. Several points of that kind occurred to me this morn- 
ing, but I do not care to go into other geneml matters, which the Sec- 
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retary always makes exceedingly interesting. But if the bill is to be 
reported I think the author of it would desire to have these changes 
made. 

Secretary Gaoe. I have no doubt those suggestions will all be 
adopted. 

The committee tendered a vote of thanks to the Secretary of the 
Treasury for appearing and presenting his views on the pending bill, 
after which, at 12.20 crclock p. m., the committee adjourned. 



Washington, D. C. , Fdmiary -4, 1901. 

The subcommittee of the Committee on Banking and Currency, 
having under consideration the bill (U. R. 13803) ^^To make the cur- 
rency responsive to the varying needs of business at all seasons and in 
all sections," met at 2 o'clock p. m., Hon. Charles N. Fowler in the 
chair. 

8TATBMEVT OF XB. B. X. BBECKEVBIDOB, OF HEW YOBK. 

Mr. Fowler. Mr. Breckenridge, 1 sent you a copy of the Lover- 
ing bill the other day and called your attention to it, with a desire of 
having vour views with regard to the measure, and particularly the 
principles involved in it, and to give you the privilege of discussing 
the questions involved in general or taking up tne biU by topics, or in 
any way you see fit. 

The characteristic feature of Mr. Lovering's bill, "to make the cur- 
rency responsive to the varying needs of business at all times and in 
all sections,'' is one common to many of the recent suggestions for 
currency reform. The proposed measure involves an extension to the 
note issue of banking upon general assets, a method already followed 
with satisfaction and success in the development of deposit banking in 
the United States. The bill involves, also, a recognition of the essen- 
tial similarity, from the economic view, of the promise to pay created 
by a book credit and the promise to pay engraved upon a bank note. 
In this respect Mr. Lovering and numbers of those whose criticism of 
American banking legislation has some claim to be called both authori- 
tative and sane are in complete accord. Both recognize that the proper 
elasticitv of a currency is dependent upon its being issued when trade 
of one Kind or another needs it and upon its being retired when that 
need is past. 

Elasticity of this sort is obtainable when notes are put out by banks 
only when their dealers have occasion to use such instruments of 
exchange. A complete correspondence in volume with the require- 
ments of business is hardly to be expected when actuarial considera- 
tions or the question of profit upon investments in Government bonds 
or other special security is a factor in determining what quantity of 
notes a bank shall try to keep in circulation. If, within some such 
limit as the bank's capital stock, the only restraint upons its powers of 
circulation were the willingness of a bank's customers to take its 
notes, the continual adequacy of circulation in point of volume would 
be assured* And given facilities for redemption, a certain safeguard 
against the evils of inflation would be provided by the pressure of 
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^<e each bank to get its own notes into the hands of the public and send 

^ those of its competitors home. 

There are critics of the national-bank act, however, who would make 

be the adoption of the principle of banking upon general assets logically 
complete. They would like to see the system of bond security wholly 

le done away with. They find it objectionable on the ground that the 

L bank-note circulation based upon bonds is inelastic, in that it neither 
expands nor contracts at the time or the place where such a movement 
of the circulation would best fill the requirements of business. Its 
variations are determined less by the activity of trade than the price 
and yield of Government bonds. Those communities most in need of 
a credit currency which passes from hand to hand without indorse- 
ment find themselves least able to make use of a bond-secured note 
issue. Interest rates in such sections being comparatively hi^h, the 
sacrifice in taking out note circulation is much greater than m dis- 
tricts where the ruling price of discounts is more nearly in corre- 
spondence with the yield of Government bonds. And those commut 
nities again, where loanable funds are scarce, find themselves leas- 
benefited by the provisions of the national-bank act, because to take 
advantage of the issue provisions it is necessary to send out of the 
community more capital or loaning power than is brought back in the 
form of notes. This holds even unaer the amendment which permits 
circulation up to the par value of the bonds deposited. 

If it be aamittfed that, however safe, the specially secured issue is 
incorrect in principle and injurious as well as inadequate in practice, 
it is hard wholly to commend any suggested legislation which looks to 
continuance of the plan. Whether the Lovering bill is intended 
merely as a preliminary step toward thoroughgoing reform, as an enter- 
ing wedge for more comprehensive changes later on, is nowhere indi- 
cated in the draft. C!onsiderations of political expediency may have 
dictated the modest scope of the changes and the small proportional 
volume of issue against general assets, even after the lapse of six years. 
What Congress may find well to accept and what to reject the layman 
has little means of judging. Were tne present bill to be passed, how- 
ever, a new principle would be given legislative recognition. There 
may be some room for doubt whether Congi*ess, if it oecides to adopt 
a partial application of the doctrine, might not also be willing to go 
the whole length. Unquestionably a well-rounded, symmetrical, 
thoroughly correlated measure would be preferable, though its adop- 
tion were delayed some years, to fragmentary legislation the enactment 
of which, even if it were a move in the right direction, would necessi- 
tate the reopening of the whole question after the trial in petto had 
turned out well. 

But for the present the chief inquiry is whether the bill will accom- 
plish the results desired. To make the currency responsive to the 
varying needs of business at all seasons and in all sections is a com- 
plex of several important ends. Could the result be achieved, the 
Eeriodical plethora of funds in the financial centers when the interior 
as ceased to need currency for moving the crops would be avoided. 
Money markets at the foci of speculation and commerce would avoid 
recurrent gluts, and the interior would be spared a good part of the 
expense of shipping paper and coin back to New York or Chicago or 
some other reserve city after the demand for it was over. On the 
other hand, the autumn squeeze in money, long chronic in New York 
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as a concomitant of the drain of funds to the interior for the purpose 
of getting the country's harvests to market, might be escaped, and 
the agricultural industries be saved the expense caused by autumn 
hardening of the money markets generally in sympathy with that of 
New York. 

In the second place, though this is but another aspect of the first 
advantage, a smaller movement of currency between the country and 
the cities would be necessary, and the economies thus made possible 
ought ultimately to be reflected in slightly lower charges for accom- 
m(^tion at the banks. Still another desideratum would be a reduc- 
tion in the actual cost of effecting an expansion or contraction of the 
currency at a given time or place. 

There would also be a saving in the expense interest on funds in 
transit and other items that always have to be considered and alwavs 
have to be covered before a bank can make up its mind to increase the 
circulation in its own district. 

Yet more important, if by currency we understand the author of 
the bill as meaning any instrument of exchange, would be the better 
distribution of those instruments which are bi^ed upon credit. This, 
in turn, would be followed by progress toward the equalization of 
rates of discount between different parts of the United States, a reform 
the more desirable as the pi-esent mequalities are persistent, unneces- 
sarv, and extreme. 

'that the Lovering bill is calculated to serve the purposes outlined 
in the preamble, if the statement of these purposes be interpreted in 
the broadest fasnion, is open to some doubt. At the best, it permits 
a maximum expansion or the circulation of 20 per cent during the 
first three years the act, if passed, has force, and after six years an 
expansion of only 40 per cent. On the basis of the bank-note cir- 
culation January 31 this would mean some $69,200,000. 1 do not 
think it would be $69,000,000, for the reason that numbers of national 
banks have bonds on deposit for outstanding circulation in excess of 
50 per cent of their capital stocks. 

The limit upon the banks, so far as the new circulation is concerned, 
is, during the first three years, 10 per cent of their paid-in capital 
stock, bo, even if they had 80 per cent of their capital stock deposited 
in bonds, they would be able to issue no more than 10 per cent of their 
capital in the new notes. As the circulation stood on January 31,1 
fancy the maximum would be no more than $55,000,000 altogether. 
Taking the figures as they stood early last September, the total increase 
would be $56,780,000. The possibilities or increase would lie thus: 
Banks of the central reserve cities, $8,678,000; banks of the reserve 
cities, $10,762,000; country banks, $39,536,000, with the great bulk of 
the power of increase among the country banks lying with banks of the 
New England, Eastern, and Middle States, these having $29,400,000 
of the expansive power out of the whole $39,536,000. The South, 
exclusive of reserve cities, could increase but $5,782,000, and the 
Western group only $2,130,000. 

It is possible that such an augmentation would fill the ideal require- 
ments of expansibility, but the chance, viewed offhand, seems rather 
slight. The possibility of effecting the expansion by this device where 
and when it may be needed hardly appears complete. After the third 
or the sixth year, of course, when the banks are able to issue notes 
not specially secured for 40 and 80 per cent, respectively, of their bonds 
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on deposit to secure circulation, this criticism would lose much of its 
force, though even then it is doubtful whether the full degree of 
increase would be possible, especially in those sections where a larger 
circulation of credit is most needed. 

The reason for such a qualification is connected with the degree of 
profit attached to the issue of bond-secured notes in sections of the 
country where the practice has not been followed to the full permissi- 
ble extent. This unattractiveness of a bond-secured issue would per- 
sist under the Lowering bill, even though somewhat counteracted by a 
comparatively small gain which banks could derive from issue against 
their general credit. The inducement to issue in those sections would 
be less keen than it is in sections where the bond-secured issues had 
previously been more favored. 

A second feature of the bill, the merits of which are far from plain 
at first sight, is the arbitrary relation established between the quantity 
of bonds a bank has on deposit to secure its notes, and the amount of 
paper which it may put out against its general credit. Thus, during 
the first three years the act may have force, a bank which has issued 
up to 20 per cent of its bond deposits must thereafter add $5 to its 
secured circulation for every additional dollar of paper it may wish to 
issue as not specially secured. For banks working where interest 
i*ates are low, this would be no particular hardship. There the bond- 
secured circulation proves fairly profitable. But the field of aleatory 
bond-secured issues is restricted. While banks in central reserve 
cities deposit bonds in excess of requirements to the extent of 3,000 
per cent of the minimum, the excess deposited by banks in the reserve 
cities is only 300 per cent and by country banks but something like 
140 per cent. Taken by States banks m Maine, New Hampshire, 
Vermont, Massachusetts, Connecticut, New York, and Pennsylvania 
had had excess bond deposits of 170 per cent and upward of the mini- 
mum last September. 

Mr. LovEBiNG. In excess of their what? 

Mr. Bregkenbidoe. The minimum amount required. On a 
$50,000 capital the minimum is 25 per cent. 

Mr. LovEBiNG. Why do you deal in percentages? 

Mr. Bregkenbidoe. I thought they providSi the easiest wav to 
illustrate the extent to which the banks went beyond the letter of the 
law in this respect. Where they have a large excess of bonds on 
deposit, it shows a willingness to exploit the bond-secured issue. If 
they carry no great excess of bonus over the required deposits it 
shows that they are unwilling to exploit the issue or that they can not 
do so to their own advantage. 

In Louisiana, Wisconsin, Minnesota, Iowa, Mississippi, Noiih and 
South Dakota, Nebraska, Kansas, Montana, Colorado, ana other States, 
the excess ran from 60 to 100 per cent only; in Arkansas it was barely 
2 per cent. These differences, taken in connection with tables of dif- 
ferences in discount rates between the several sections, suggest only 
too pointedly what the Indianapolis Monetary Commission clearly 
proved, that there is slight inducement to issue notes against bonds 
where discount rates are liigh. The banks there are best able to help 
their communities by keeping their capital at home as a reserve against 
book credits — ^lending three and four fold the original amount of cash. 
In such sections the practice of sending funds to the bond markets 
and getting notes of a total value less than the cost of the bonds is not 

B o 3 
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particularly favored; it does not pay. Relief for the borrowers in 
these neighl)orhoods could be obtained were the banks enabled to lend 
their credit in other forms than they now do in the shape of deposits 
against which borrowers may draw. In its practical aspect the relief 
would come as authority for note issue against general assets, and it 
would be the more effective as the note is reckoned in many such com- 
munities a vastly more acceptable and useful medium of exchange 
than the check. 

That point could be developed at considerable length, but, after all, 
the gist of the question is that many such parts of the country or the 
principals in many transactions are unaccustomed to use checks or do 
not find it convenient to use them. Where checks are used, where 
they do serve the purpose, the banks have almost an unlimited field for 
expanding the circulation of instruments of credit used for the purposes 
of exchange. There is no restriction on them except the minor and 
comparatively unimportant restriction that banks shall hold ceitain 
reserves against their deposits, but an increase in reserve of $100,000 
could be followed by an increase in loans and deposits resulting from 
those loans of $400,0(X). Parts of the country^ where notes are the pop- 
ular and customary instiiiments for paying bills or for making trades 
do not have that advantage, and the banks have small facilities under 
the present national-bank act for effecting the expansion which the con- 
dition of trade in their neighborhoods from time to time demands. If 
they could say, '^ This man will bring us a bill of exchange on a prod- 
uce buyer in Kansas City or a cattle dealer in Omaha, therefore we 
will lend him our credit until he puts the transaction through," it would 
be a different situation. They can not do that now, and in order for 
him to get the currency wherewith to go out and make his purchase of 
wheat or of live stock they must send into some reserve city for the 
greenbacks or the silver certificates and have them shipped out to their 
particular neighborhood. 

Mr. Fowler. Lend capital instead of credit? 

Mr. Breckenridoe. Lend capital instead of credit; exactly, so a 
provision which enables the banks to put out their general credit in 
form of notes as well as in form of deposits would be in a great meas- 
ure a simple act of justice to the neighborhoods where custom or the 
undeveloped condition of the country, the sparce population, or one 
thing ana another is against the use of checks. 

The Loverin^ bill, however, couples permission to employ the 
needed device with the requirement tnat first five, then two and a half, 
and finally one and one-fourth times as much paper shall be issued of 
a sort such communities do not want. 

Mr. LovERiNG. But if they do not want it they would not take it? 

Mr. Breokenridge. They do not want it because it is unprofitable. 
Yet, in order to get the kind of paper that they could use, to obtain 
what would be extremely useful and valuable m the development of 
their resources, they are to be constrained also to take out bond- 
secured notes. 

Mr. LovERiNG. You understand why they were yoked together in 
that way ? 

Mr. Breokenridge. Presumably to protect the investments of 
national banks in 2 per cent Government bonds. I suppose we have to 
concede that we have a very large quantity of Government bonds bear- 
ing a low rate of interest and about the only use for which is the secu- 
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rity for national-bank circulation. The Government appears to be 
committed for the time being to the continuance of that system of note 
security. The act of March 14, 1900, has wrought great complications 
in the situation for those who would like to see a system of banking 
upon assets, and banking only upon assete. 

Mr. LovERiNG. You mean by refunding? 

Mr. Breckenridge. The refunding measures, yes. It is like length- 
ening the halter rope of a horse tied to a stake and then muzzling his 
mouth. 

Apart from its reflating the volume of the unsecured issue by a 
form not determined by business needs, the Lovering bill would intro- 
duce a new element into a circulation the variety of which is already 
much too great. Treasury notes of 1890 are in process of elimination 
from a currency still containing gold certificates, greenbacks, national 
bank notes, silver certificates, gold, silver and copper coins. The 
proposed bank notes, further, would rest upon a different basis in 
point of security. They are not to be a first lien upon all the issuing 
Dank assets, only upon that part of the assets in charge of the Gov- 
ernment, which in case of liquidation is a surplus over the cost of 
redeeming the bond-secured notes. 

Mr. Fowler. With $346,000,000 of paper out and with $600,000,000 
of certificates of $5 and $10, and silver dollars out, and with $350,000,000 
in round numbers of national-bank notes out, the question is whether 
it is wise to add the credit currency without first eliminating the 
inmaense volume of currency now dependent upon the Treasury Depart- 
ment for redemption, and by such elimination make a more profitable 
field for the use of bank currency. With that amount of greenback]?, 
legal tender, and silver certificates, which are redeemable through 
various ways, for revenues, is it wise or is it not wise to issue in addition 
to that credit currency ? 

Mr. Breckenridge. If you have a ^ood scheme of redemption you 
can depend upon it that the competition for this credit currency will 
soon drive it m if the volume be superfluous. 

Mr. Fowler. But is there any such thing in this country ? 

Mr. Breckenridge. The bill looks to a system of redemption and 
it seems to me quite possible that the subtreasuries would provide 
adequate facilities for redemption. 

Mr. Fowler. Would you make it possible to present them to every 
one of the subtreajsuries ? 

Mr. Breckenridge. Yes, I should try to take advantage of all the 
provisions of the law. 

Mr. Fowler. Does not everv dollar that you add to this burden in 
the way of credit circulation add one more dollar to the burden on the 
Treasury? The gold must ultimately come from the Treasury; the 
Government must furnish it. 

Mr. Breckenridge. Yes, but we get the equivalent from the banks. 

Mr. Fowler. But if the banks are pressed. 

Mr. Breckenridge. Then we get it from the Government. 

Mr. Fowler. Where will the Government get it ? 

Mr. Breckenridge. From silver certificates and greenbacks. 

Mr. Fowler. Every dollar of this burden rests on the Treasury i 

Mr. Breckenridge. The Treasury is the custodian of the ultimate 
gold reserve in this country. 

Mr. Fowler. If you were Secretary of the Treasury, would you 
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facilitate the means for tapping that gold by making the notes redeem- 
able at every subtreasury m the United States if 
Mr. Breckenridge. A sound interpretation of the law would com- 

Eel me to offer every facilitv for the smooth working of the credit 
usiness of the country, ana a good system of redemption is abso- 
lutely essential to the success of credit business. I should think that 
consideration would cause the Secretary to redeem those notes at any 
of the subtreasuries. 

Mr. Fowler. That would be the interpretation of an advocate of a 
credit currency? 

Mr. Breckenridge. Yes. 

Mr. Fowler. But would that be the interpretation of a financier 
who had to guard the gold of the Treasury ? 

Mr. Breckenridge. His purpose might be to lay obstacles and 
barriers in the way and to conserve rather than to dissipate the gold 
reserve. But the best safeguard after all would be confidence, and that 
would hardly be fostered by any such obstructive polic3\ 

Mr. Fowler. Is to preserve the confidence in the public the best 
manner? 

Mr. Breckenridge. Confidence could never be shocked bv the 
proper authority of the Government saying that every dollar was con- 
vertible into gold coin, and when you had taken that step, the fact that 
the Government was willing to expend its last dollar to protect its 
legal tender would maintain confiaence. That condition would con- 
tinue as long as the Government could furnish all the gold the banks 
want. 

Mr. Fowler. Would you say that the height of prudence would 
suggest, if not demand, that we shift the burden of gold redemption 
of bank notes to the banks by eliminating the greenbacks firet? 

Mr. Breckenridge. Whether I shoula do it first or not, I do not 
know. I should certainly think that the greenbacks ought to be 
retired, funded if need be, and more room be made for banE-note cir- 
culation. 

Mr. LovERiNG. Do you think it is easier to retire the greenbacks 
before provision has been made for another form of currency i 

Mr. Breckenridge. The safest way would be to do those things 
simultaneously. The chance of contraction, or, better, the chance of 
the fear of contraction, so excites the popular imagination that I do 
not think any change would have much chance of succcvss if we did not 
provide guaranties against anything of the sort happening. It seems 
unfortunate that the security provided for these notes is not similar to 
that of the bond-secured notes in so far as the bond-secured notes are 
a first lien against the assets. Of course, the question whether the 
assets of the issuing bank other than the bonds which it has on deposit 
should be used for any part of the circulation never comes up, but the 
law says that in case the bonds are not adequate, then the Comptroller 
of the Currency shall have a preferred lien against any other assets of 
the bank and against the double liability of the shareholders. 

It may well be that this redemption fund of 5 per cent and the guar- 
anty of 5 per cent, with a half per cent annual tax for its protection, 
will be wholly adequate to the redemption of the notes, for the amount 
that can be issued by any bank will be limited, and will never be over 
40 per cent of its total capital stock. It might be more attractive to 
bankers, however, if they were to have some guaranty; it would be 
more attractive if they were sure that this annual contribution might 
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be reduced in time. The Canadian system, into which the safety fund 
scheme has been incorporated, provides that no bank shall be assessed 
in any year more than 1 per cent of its average circulation. This bill 
is more liberal in that regard. It makes the maximum that a bank 
can be assessed one-half of 1 per cent, and no special provision is 
made for the case of the fund being depleted. 

Mr. LovERiNG. Is that one-half per cent fuUv adequate? 

Mr. Breckenridge. If the statistics of bants show that one-half 
per cent would be adequate, then the objection to not making the notes 
first liens against the assets is more sentimental tiian pi*actical. 

The only other point in which full commendation could be with- 
held is that part of the bill, it seems to me, where it is said that the 
Comptroller shall not be compelled to issue such guaranteed bank 
notes, if for any reason relating to the condition of the bank making 
application for such notes, or the general state of the circulation or 
the foreign exchanges, he shall deem such action to be inexpedient. 
The question arises here whether the Comptroller will be able to judge 
the general state of the circulation or of the foreign exchanges m 
such a way that his opinion on the important question of permitting 
or forbidding an increase of circulation would be well taKcn. The 

Sroblem of the foreign exchanges is always peculiarly intricate and 
ifficult. In like manner the state of the circulation is a thing which 
can not be described either offhand or after considerable deliberation 
as favorable or unfavorable. Whether the Comptroller has the wis- 
dom to make the right decision in such matters has not yet been fully 
proved. I think that it would be preferable, in a great many-aspects, 
if the question of the increase of circulation were allowed to be deter- 
mined by the self-interest or the business sense of the people who 
wish to use notes and to the institutions which wish to issue them. 

Mr. LovERiNG. You would have the Comptroller or some one to 
determine whether the weak banks shall receive currency or not? 

Mr. Breckenridge. Yes. It is not the power of the Comptroller 
to sav whether this or that weak bank shall or shall not issue bank 
notes which suggests misgivings, but it is the proposal to give him 
power on general principles to forbid the increase in circulation. 

Mr. LovERiNO. Where would you leave that general power? 

Mr. Breckenridge. The Comptroller of the Currency should not 
have it. I do not think any officer of the Government should be 
invested with that power. 

Mr. Lovering. Or any number of officers of the Government? 

Mr. Breckenridge. It would be safer to leave the power with a 
number of officers of the Government, and so far as the records of for- 
mer comptrollers is concerned, it might be safe enough with the comp- 
troller alone, but there is a chance of an unscrupulous man obtaining 
the appointment to that office or the possibility that a man may be 
appointed comptroller who is susceptible to what are called in Wall 
street '* market influences." The power which would lie in his hands 
could easily be exploited to the aa vantage of a clique of speculatoi's. 
By inducing him to favor an increase of circulation, they might bring 
about conditions in the money market that would work much easier 
than it was before. By inducing him to forbid an increase of circula 
tion the stringency might be so prolonged or aggravated that the 
designs of a clique operating on the short side of tne market would be 
certain of success. 

Mr. Lovering. Then you would not limit the issue of such guaran- 
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teed notes, and have the bill read '*if for any reason relating to the 
condition of the bank making application for such notes'' — 

Mr. Breckenkiikje. I should stop right there. Whether the gen- 
eral puipose of the bill to make the currency responsive at all seasons 
would be realized in full, I am uncertain, unless to the introduction of 
a credit currency, or of a bank-note circulation upon general assets, 
there were coupled the permission for banks to estaolish branch Imnks. 

Mr. Hill. Is that necessary to a svstem of credit currencv ? 

Mr. BuECKENRinoE. No; but I do not think you can get the full 
advantage without it. 

Mr. IiiLL. It is not necessary, but advantageous to its full devel- 
opments 

Mr. Breckenriikje. Yes. 

Mr. F0WI.ER. In order to secure the l)est results S 

Mr. Breckenridge. Yes. 

Mr. LovERiNG. Do you think it would be necessary or desirable to 
have anv other points of redemption than the subtreasuries in the 
United States — any clearing houses S 

Mr. Breckenridge. That question could be answered better after 
the system had been in operation some time and the efficiency of that 
method of redemption tried. In Canada, the banks are obliged to pro- 
vide for the redemption of their notes, practically in the principal city 
of each province. That clause of the law which was adopted m 181^0 
has kept the circulation of the Canadian banks at par in every part of 
the Dominion, though in some cases the domiciles of the notes are 
3,000 miles apart. There are wildernesses and long stretches of not 
very thicklv mhabited land between the places where most people live 
and work, but the notes of the old Bank of British Columbia circulate 
in Nova Scotia as freely as paper domiciled at Halifax itself. 

Mr. LovERiNG. At any considerable rate of discount? 

Mr. Breckenridge. None whatever. And furthermore, there is 
not a difference of more than 1 or 1^^ per cent between the ruling rates 
of bank discount in any part of the Dominion. 

Mr. LovERiNG. From the Atlantic to the Pacific ? 

Mr. Breckenridge. Yes; but the reason for that is that they have 
a centralization of control with a diffusion of banking facilities. With 
the help of this centralized power they are able to put the capital of 
the country in different parts of the land in such proportions that 
every one's needs are supplied at just about the same rate. There is 
no such difference in discount rates in Canada as there is in the United 
States, although the United States has the advantage of greater wealth 
and longer and fuller development. 

Mr. iowLER. If the Secretary of the Treasury did not see fit to 
extend the redemption of these notes to subtreasuries other than to 
New York, would you consider that New York alone was a sufficient 
place of redemption for all the notes of the United States? 

Mr. Breckenridge. Having a redemption agency in New York 
alone would probably make redemption slow. It would make it less 
prompt than if there were less loss of interest involved in sending the 
note for redemption from the point where it was received. The real 
check upon currency issued against general assets is redemption and 
unless tne redemption is prompt, easy, and cheap you are likely to 
have more or less redundancv. In this Canadian system the quality, 
prompt, easy, and cheap redeemability are obtained by insisting that 
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the issuing bank shall make arrangements at each business center of 
each province for the redemption of its own notes. 

Mr. Fowler. That is done every day ? 

Mr. Breckexridge. Yes. The Canadian banks find that their notes 
come back in from twelve to thirty days after the date of issue. 

Mr. Fowler. The average runs twelve to thirty days. In Scotland 
it is about eight or nine days? 

Mr. Breckenridge. I am not sure as to the precise time, but the 
average circulation is not so long. 

Mr. LovERiNG. Is there any reason why the Secretary should limit 
the redemption to New York; you say if for any reason it should be 
done, why should they do it ? 

Mr. Fowler. I would not do it if 1 were Secretary of the Treasury. 
As a credit-currency man, I should make the notes redeemable at every 
subtreasury. As Secretary of the Treasur}^ I should make them re- 
deemable nowhere except at one place, because it would make every 
one of these credit obligations only an additional burden upon the 
Government. 

Mr. Hill. You speak of the chance of contraction in the retirement 
of the greenbacks before entering upon a system of credit bank-note 
currency. We have now $150,tXX),000 in the reserve fund. We have 
a balance in the Treasury of $142,000,000, with a per capita circulation 
on the 1st of January, a month ago, of $28.19, and the Secretary of the 
Treasury stated here last week that he could pay in addition to the 
reserve fund 150,000,000 without trouble, making $200,000,000 of 
greenbacks that could be immediately paid off if the law so provided, 
and I asked how long it would take to get in the balance in case he 
was required to pay them all. His answer was from ten to fifteen 
millions a year, or about an average of ten millions a year. Do you 
think that the contraction under such conditions would be noticeable? 

Mr. Breckenridge. I spoke of the contraction more as a bugbear 
than as an actual danger. I have no doubt that the redemption of the 
greenbacks mieht cause the exchanges to move somewhat m our favor 
or perhaps inauce the import of gold. If we need that quantity of 
money in the ordinary transactions of course we are likely to get it 
sooner or later. 

Mr. Hill. The first $150,000,000 would not make any difference? 

Mr. Breckenridoe. We would get the gold for the greenbacks. 

Mr. Hill. The next $50,000,000 would come out of the funds now 
held by the Treasury? 

Mr. "Breckenridge. Yes. 

Mr. Hill. So that would not make any contraction ? 

Mr. Breckenridge. No. 

Mr. Hill. Now, if the balance did not come in at a greater rate 
than $10,000,000 a year, as the Secretarv states, in his judgment, it 
will be impossible to get them in faster tnan that, in view of the fact 
that we now have $28. 19 per capita circulation, and in view of the fact of 
the enormously increasing production of gold in this country would 
the contraction be felt, of, in your judgment, would it require any 
importation of gold ? 

Mr. Breckenridge. Whether it required any importation of gold 
or not would be practically indifferent. 

Mr. Hill. Have you ever given any considemtion to the volume of 
mercantile paper that is held outside of the banks ? You are the sta- 
tistical financial man of the Journal of Ck>mmerce, are you not? 
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Mr. Breckenridge. I am called financial editor of the Journal of 
Commerce. But I can not say how much mercantile paper is held out- 
side of the banks. That a certain class of monej'ed men buy such 
paper in considerable quantities is not to be doubted. 

Mr. Hill. Is there an amount of paper held in New York and the 
other large cities of the countries all the time for collection? 

Mr. Breckenridge. Unquestionably; but I do not know how great 
that quantity may be. 

Mr. Hill. Has there ever been such an estimate made, to your 
knowledge? I do not mean only in New York, I mean in Chicago 
and San Francisco and the reserve cities of the countiy. 

Mr. Breckenridge. I have never seen any such estimate. 

Mr. Hill. Have you any idea of the amount of commercial paper 
outstanding in the country evervwhere on the average? 

Mr. Breckenridge. Not on the average. The reports of the Comp- 
troller of the Treasury show how much paper is owned by the national 
banks at certain dates. 

Mr. Hill. Simply the paper of the national banks? 

Mr. Breckenridge. By the national banks. There is also a some- 
what similar statement of the loans and discounts of the State banks. 
From that you could get a pretty good idea of how much commercial 
paper the State banks hold. The traditions and business practices of 
the State and national banks are pretty much the same. 

Mr. Hnx. That report shows all forms of loans, mortgage loans, 
and everything of that kind? 

Mr. Breckenridge. That is differentiated, Mr. Hill. I looked into 
it a couple of years ago and I got together some averages at that time, 
which snowed that ute percentage of loans and discounts made by 
national banks on time against paper with two •or more names in the 
cities of New York, Chicago, ana St. Louis, in different years, was 
from 28.8 per cent to 35.6 per cent of the total loans. 

Mr. Hill. Do you know how much in millions? 

Mr. Breckenridge. I do not recall the figures. 

Mr. Hill. In round numbers the commercial paper held in the 
reserve cities aggregated about $2,600,000,000. 

Mr. Breckenridge. The national banks on the 13th of September 
had loans and discounts amounting to $2,706,534,000. About half of 
that, or 43 to 60 per cent, would be commercial paper bearing two 
names; 18 to 20 per cent would be the single-name paper, unindorsed 
paper, and the rest would probably be collateral loans. 

Mr. Hill. What was the total amount? 

Mr. Breckenridge. $2,706,634,000. 

Mr. Hill. Fifty per cent of that, you thinks would be commercial 
paper of two indorsers or more? 

Mr. Breckenridge. Forty -five or 60 per cent. 

Mr. Hill. How much of collateral? 

Mr. Breckenridge. About 30 to 36 per cent. 

Mr. Hill. Then 80 per cent of that paper, in vour judgment, would 
be commercial paper either with good collateral or with one or more 
good indorsements? 

Mr. Breckenridge. Yes. 

Mr. Hill. That would be about $2,000,000,000? 

Mr. Breckenridge. Yes. 

Mr. Hill. In the national banks alone? 
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Mr. Bregkenkidge. Yes. 

Mr. HiLX.. In the State banks probably as much more? 

Mr. Breckenridoe. No. 

Mr. Hill. Half as much more? 

Mr. Breckexridge. I can not say at the moment what per cent the 
State banks had compared to the national banks. 

Mr. Hill. With $2,600,000,000 of commercial paper issued against 
actual tmnsactions, either with good collateral or bearing one or two 
good indorsements* what better security could there be for a bank 
note issue than that $2,500,000,000 of paper? 

Mr. Breckenridoe. It is good, though not quite as good as 
Government bonds. 

Mr. Hill. Is it not better, as it is not subject to fluctuation ? 

Mr. Breckenridoe. I hardly think the quality better. 

Mr. Hill. Now, then, can not there be a system devised by which 
that paper which is out of the possession of the owners and continually 
in the process of collection can be held through State or local clearing 
houses as security for note issues? 

Mr. Breckenridoe. I do not know whether a system could be 
devised. I think it likely enough that one could, but you could get 
the same results with the same security more simply by allowing the 
owner to issue the notes. 

Mr. Hill. And hold the collateral in his own possession ? 

Mr. Breckenridoe. Assuredlv. 

Mr. Hell. In my judgment the people of the country will never 
consent to any such proposition of a man giving his own note and 
holding his own security. With a volume of security infinitely beyond 
the amount of note issue* that will be required in the country available 
for the purpose, why not utilize that security through a system of 
clearing nouses. 

Mr. Breckenridoe. The bank holds the security for the deposits. 

Mr. Hill. Yes, sir; but that is voluntary. The note is not a vol- 
untary proposition, whether we take it or not. 

Mr. Breckenridoe. There is a certain conventional compulsion 
about accepting a note, and for that reason it has always seemed 
desirable to me that the note holder should be the preferred creditor 
against the assets of any bank that issues notes upon its general credit. 
If the quasi involuntary creditor on a note is protected ultimately by 
his first lien against all the assets of the bank, and if he is protected 
immediately by the ability to take that note directly to some fund and 
have it redeemed promptly, it makes no difference whether the issuer 
be bankrupt or not, so long as the security is complete. 

Mr. Hill. Is not the trouble in such a system tnat the strong banks 
will not be willing to go in and make a guarantee fund to protect the 
weak ones? 

Mr. Breckenridoe. That has not been the trouble in Canada, where 
the system is in full force. 

Mr. Hill. Is there not a vast difference between 15,000 banks in 
the United States and 37 banks in Canada, with several hundred 
branches, having direct supervision and control practically over the 
whole thing, and almost the same thing as if it were one bank? Is 
there not a vast difference? 

Mr. Breckenridoe. A difference, of course, but I do not think that 
the mere fact that we have clung to the system of small local banks in 
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this country is a bar to our improving the regulations of the issue 
system as we may see fit. 

Mr. Hill. 1 would like to ask whether it would not be wise to utilize 
the system which has sprung out of business customs in the issuance 
of clearing-house certificates and utilize that system as a basis for 
bank-note circulation. 

Mr. Breckenridge. I do not know whether the same end could be 
accomplished. It could be accomplished more simply with a fii-st lien 
against the assets, a safety fund, and a provision for redemption either 
through the subtreasuries or through a regulation that forced upon 
every bank the making of some arrangement for redeeming its notes. 
The principal ti-ade centers of the country could get a circulation that 
was perfectly safe and which would cause the Government not one 
cent of loss, and could be guaranteed at a very small expense. 

Mr. Hill. But is it the business of the Government to guarantee 
the note issues of banks? 

Mr. Breckenkidge, Strictly speaking, no. And the simple guar- 
antee of the banks who enter the system would doubtless be sufficient. 
That has been figured out to a nicety from the statistics of failed banks 
in this country with a circulation all the way up to 80 per cent of the 
paid-in capital stock. The possible loss and the possible impairments 
to the fund have been calculated, and it has been shown that the 5 per 
cent bank-note guarantee fund or safety fund would be adequate pro- 
vision for maintenance of only about one-fifth of 1 per cent per annum. 

Mr. Lovering. Has it ever been in excess of one-tentn of 1 per 
cent since 1861 ? 

Mr. Breckenridge. A fraction of 1 per cent and possibly a fraction 
of less than one-fifth of 1 per cent. 

Mr. Fowler. In your judgment would not the scheme of Mr. HiU's 
with regard to depositing the securities at clearing houses be a very 
great obstruction to anything like a true ci'edit currency, using them 
as collateral and going through all that form? 

Mr. Breckenridge. I think the fewer coniplications we have in a 
credit system the better it is likely to work. The bank which comes 
in close contact with all sorts of industrial and mercantile interests is 
the best judge when and how to issue currency in its own particular 
section. 

Mr. Hill. You recognize the fact that these securities are in the 
hands of collecting banks in reseiTe cities. Do you think it would 
coniplicate the situation i 

Mr. Breckenridge. I should say that only a comparatively small 

Eroportion of the total loans and discounts of banks are out of the 
anas of those who discounted them, by reason of their having been 
sent to reserve or other cities for collection. That you might call 
interstate traffic. A good deal of paper is negotiated in tne first 
instance and held and paid in one town. 

Mr. Hill. For instance, a man in Omaha has a note against a party 
in the city of Bridgeport, in Connecticut. What is the process? It 
is sent to his reserve bank in New York Citv. The New York bank 
sends it to its agency in Connecticut, at llartford. The Hartford 
bank, not having a direct correspondent in the city of Bridgeport, 
sends it to its correspondent at the nearest point and it goes to the 
payee for collection, and the same process is repeated in returning the 
proceeds. 
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Under the system which I suggest, and which I am growing more 
and more favorably inclined to, the State of Connecticut would have 
one clearing house and everything would go there. It would be a 
clearing up of all the collections in the State. The State of New York 
would have another clearing house. Business would be done with far 
less complication and with greatly reduced expenses. There is a con- 
stant variety all the time of these notes for collection, varying only by 
the seasons of the year and by the conditions of trade. Why can not 
this be utilized to overcome the prejudice that is in the minds of the 
people that notes are being issued under this system, and that the man 
who issues the notes holds the security in his own hands? 

Mr. Breckenridge. The varying volume of these notes in transit 
for collection or bills or drafts in transit for collection does not neces- 
sarily correspond to the varying needs for bank paper in local trade. 
The volume of interstate traffic and negotiable instiauments is deter- 
mined by one set of considerations. The volume of trade within a 
certain county or town may easily enough be governed by wholly 
different factors. 

. Mr. Fowler. Is it not true, Mr. Breckenridge, that true bank-note 
currency is one that springs out of current transactions? 

Mr. Breckenridge. Yes; it has to. 

Mr. Fowler. And has nothing to do with a reseive of notes, but is 
the product of the business relations of men ? 

Mr. Breckenridge. You set true elasticitv when a trade made 
which calls for a note brings forth a note. 

Mr. Fowler. Instead of a check? 

Mr. Breckenridge. Yes; and when a trade is completed the note 
goes back to the bank. Such an ideal has been realized, and such an 
approximation might be realized in the United States if we were will- 
ing to extend the principle of issuing bank notes against assets. I do 
not think that we could go the whole length of obtaining better distri- 
bution of the country's loaning power until we had branch banks. 
There is already a very pronounced tendency toward the establish- 
ment of branch banks. 

Mr. Fowler. Without giving any names, are you advised of the 
fact that such a principle is virtually in operation to-day through the 
control of banks by an ownership of a majority of the capital stock? 

Mr. Breckenridge. Within tne reserve cities, and also to some 
extent in various other cities, certain capitalistic interests are believed 
to have large interests, not only in banks of their own town but also 
banks in otner cities. 

Mr. Brosius. Do you think it practicable to inti'oduce a branch 
banking system in connection with our free banking system and run 
the two systems together? 

Mr. Breckenridge. I do not see why not. 

Mr. Brosius. Would it not lead ultimatel}^ to the inipainnent, if not 
the total destruction, of the free banking system? In other words, 
supposing a big bank establishes its branch in a small town where 
there is a national bank, would not that branch bank run out the 
national bank? 

Mr. Breckenridge. Not if the local and independent bank could 
be of service as good as that of the branch bank. If the national bank 
were an incapable and a feeble instrument, I have no doubt that the 
branch bank would run the national bank out. If the national bank 
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can justify its claim to existence in competition, then the national bank 
will stay; otherwise not. So far as the freedom of banking is con- 
cerned, I think the only significance pertaining to the phnwe "free 
banking," in this country, is that whicn refers to the right of anybody 
who fuTtillii the requirements of law to start a bank. Now. if we per- 
mitted branch banks the right to establish branches it woula have to be 
coupled with requirements that the banks tnat go into the business 
should have a little larger than the minimum capital of 1^25,000. The 
right of entering the business of banking would still be open to persons 
who had the means and could satisfy the Comptroller of the Currency 
that they were acting in good faith. I think tnere is more capital now 
embarked in the banking business than would be necessary under the 
branch system. 

Mr. Brosius. This is the only country in the world in which a free 
banking system exists, and the question would arise whether we 
desired to continue our free banking system or whether we desired a 
different system — the branch banking system. I am quite sure that 
the branch banking system, if permitted, would largely destroy the 
national banking system; and some think that is desirable, but I do not. 
A large banking concern could establish branches in smaller places 
and could conduct the business more economically than the national 
banks, and in consequence the national banks would be destroyed. I 
want your opinion whether the two systems could work together with- 
out destroying the national system. 

Mr. Bregkenridge. I have seen branches of large banks set up in 
towns alongside of comparatively small local banks and both surviv- 
ing, both thriving. 

Mr. Brosius. Was it a branch of a national bank? 

Mr. Bregkenridge. No. 

Mr. Brosius. Was it a branch of a State bank? 

Mr. Bregkenridge. No; it was in a Canadian town. 

Mr. Brosius. There are only 45 banks in Canada — Mr. Hill says 
37 — and 35 have branches and iO have no branches, but there is not a 
small bank of less than $500,000. 

Mr. Bregkenridge. There are some of the banks in the maritime 

Provinces that conduct a local business that have not yet been destroyed 
y the large banks. 

Mr. Brosius. There are onlv 45 banks, and they are chartered by 
special charter, and they can all charter branches. 

Mr. Bregkenridge. Some of them have opened very few branches. 

Mr. Brosius. Ten of the banks have not established any bmnchesat 
all ; 35 have established branches. 

Mr. Bregkenridge. There are some little local banks operating 
now under the Canadian law, but perhaps it is due to the local loyalty 
to local institutions in their particular communities that they have 
managed to thrive these many years. 

Mr. Brosius. How are they organized ? 

Mr. Bregkenridge. They nave provincial charters confirmed under 
Dominion law which antedate the confederation. 

Mr. Brosius. Something has been said about a true bank note. 
What do you mean by a true bank note or a true bank-note currency? 

Mr. Bregkenridge. I do not know whether I used that expression 
or not. I should say that a bank-note currency, a true bank-note 
currency, is one consisting of the bank notes issued without special 
security. 
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Mr. Bbosius. A true bank-note currency is one which best subserves 
the purposes of its issue; that is a true bank-note currency. 

Mr. Breckenridge. It depends what the purposes are. 

Mr. Brosius. It is for the purpose of serving the commercial com- 
munity. 

Mr. Breckenridoe. Yes. 

Mr. Brosius. So that the best bank-note currency is that system of 
currency which best subserves the pui*pose for which a bank-note 
currencv is established? 

Mr. Breckenridoe. Yes. 

Mr. Brosius. Mr. Hill has given you some figures — two billions of 
commercial paper held by the banks of the United States, with a view 
to showing that that two billions of commercial paper would be ample 
security for the notes issued by those banks. Isow, does that fact, 
assuming that there is that ainount of commercial assets in banks, 
justify the issue of notes by the banks without further securitv ? 

Mr. Breckenridoe. I should not say that that alone would justify 
the issue of notes without other security. 

Mr. Fowler. What do you mean by further security? 

Mr. Breckenridoe. Why, that we must take some precautions 
against fraud and against errors of judgment, etc. If all this com- 
mercial paper were absolutely sure of being paid when it was due, 
and if the transactions from which this commercial paper arose also 
required the use of bank notes, then I would say we might issue bank 
notes to the full amount of the commercial pai>er held. But as a 
matter of precaution, and for the purpose of keeping on the safe side, 
we shoula limit a bank-note currency to the amount of the capital 
stock of the issuers 

Mr. Hill. That the $2,500,000,000 would justify the $2,500,000,000 
of bank notes ? I had no such thought. Mjr idea was that the security 
would be far in excess of any possible note issue. 

Mr. Brosius. You mean to convey the idea that that vast ampunt 
of assets would be ample security for the bank notes that the banks 
would issue? 

Mr. Breckenridoe. I should say also the capital stock 

Mr. Brosius. Would the banks that held the $2,500,000,000 of this 
commercial paper have any lien upon the property of the commodities 
that had figured in all these transactions? 

Mr. Breckenridoe. In very many cases I think they would have. 

Mr. Brosius. In what cases? 

Mr. Breckenridoe. In the case, for example, of a loan against a 
warehouse receipt. 

Mr. Brosius. Or against a bill of lading that accompanied the note? 

Mr. Breckenridoe. Yes. 

Mr. Brosius. But in all other cases they have no security; it is 
personal security. 

Mr. Breckenridoe. Yes. 

Mr. Brosius. Now, supposing the parties are not good, there is no 
property anywhere you can get hold of? 

Mr. Breckenridoe. Yes. 

Mr. Brosius. Where? 

Mr. LovERiNG. These people's property. 

Mr. Brosius. But suppose it is covered by a lien and sold by the 
sheriff to pay some other obligation; you have the personal security 
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of the persons whose names are on the notes, haven't you? If they are 
good — if they have property enough so that nobody else gets it before 
the bank gets it — it is all right, but you know also that somebody else 
may get possession of the property before the bank gets it. 

Mr. Breckenridge. We have to take those things as they come. 
The fact that there are a few banks still in the country shows that the 
security, generally speaking, is good. 

Mr. Bjiosius. The fact that in the aggregate the assets of the banks 
would be ample security for the aggregate of notes that would be issued 
by the banks does not prove that in the case of a particular bank there 
would be any securitv at all for the notes it would issue. That par- 
ticular bank might hold paper that was not good. What security would 
there be for the notes issued by that bank^ Except in the case of the 
system of the bank guaranteeing all the banks, do you think the 
$2,600,000,000 assets would be available in the case of any failed bank? 

Mr. Breckenridge. But the mutual guaranty is an essential part 
of the scheme. 

Mr. Fowler. Unlimited or limited by the 5 per cent fund? 

Mr. Breckenridge. Experience warrants the adoption of some 
limitation. 

Mr. Brosius. If 1 should buy a horse and give m}^ note for $100 to 
you and should sell that horse to Mr. Fowler and take his note for $100, 
and he should sell that horse to Mr. Hill and take his note for $100, and 
Mr. Hill should sell that horse to Mr. Lovering and take his note for 
$100, there would be tive notes out for that one horse? 

Mr. Breckenridge. Yes. 

Mr. Brosius. That horse would not be available for any of those 
notes; that horse would not be available for the payment of any of 
those notes from the bank; the bank would not loan on that horse? 

Mr. Breckenridge. No. 

Mr. Brosius. The paper given for that horse would not be adequate 
security for bank notes issued by the banks unless the maker of the 
note was good or the indorsers or the names on the paper were good ? 

Mr. Breckenridge. No. 

Mr. Brosius. Then the security after all in that case depends upon 
the solvency of the bank's debtors? 

Mr. Breckenridge. There is a defect with that illustration. It is 
the assumption that the bank is going to discount all those notes. If 
the bank aid it would be encouraging note kiting and might soon or 
late get itself into hot water. 

Mr. Fowler. If each man was worth a hundred thousand dollars it 
would be a good note? 

Mr. Breckenridge. Yes. 

Mr. Fowler. Is it not to be presumed that the cashier of a bank, 
examining and determining security every day, will take nothing but 
good notes? Is not that true? 

Mr. Breckenridge. It depends upon the man. The notes bought 
by a competent cashier are likely, most of them, at any rate, to be 
good. 

Mr. Brosius. Do you not think that is a very violent presumption 
in view of the fact that banks are discounting notes and are losing 
money ? Do you know how many were charged up to the New Eng- 
land banks in one year; how many of the notes were worthless because 
the personal security was good for nothing? Now, when you are 
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engaging in the business of bank notes, do you not think there should 
be some better security than the assumption that banks are going to 
be conducted by wise men ? Do you not think there ought to be some- 
thing better than that assumption as a basis for security in view of 
the fact that if there is a loss you have to lose it? 

Mr. Breckenbidge. There is no assumption underlying this Lover- 
ing bill or the general theory of issue against general assets that all 
paper discounted by banks is good. 

Mr. Brosius. That all bank cashiers are infallible. If there is not 
that presumption, what security is there? 

Mr. Breckenridge. The certainty, to borrow a phrase, that you 
can fool some of the people all the time and all the people some of the 
time, but you can not fool them all, all the time. 

Mr. Brosius. A part of the time is long enough for you to lose the 
notes you have. 

Mr. Breckenridge. Taking it through three decades and more, as 
it appears the country over, the business of banking has been con- 
ducted with a considerable degree of judgment, skill, and success, and 
banking has been profitable to a reasonable extent. Most of the 
national banks have been able to pay dividends. 

Mr. Brosius. And that in spite of losses? 

Mr. Breckenridge. Yes. 

Mr. Brosius. Taking the history of the national banks in the United 
States? 

Mr. Breckenridge. Yes; and a note which was a first lien against 
the assets of the issuer or which is otherwise protected by a redemption 
fund, a safetv fund, or a guarantee fund, would have been good, at any 
time, these three decades through. 

Mr. Brosius. Do you think a guarantee fund will be necessary? 

Mr. Breckenridge. Yes; as a matter chiefly to give absolute safety. 
I think in most cases a first lien against the assets of an issuing bank 
would be adequate protection. 

Mr. Brosius. Do you think that would be true in nine cases out 
often? 

Mr. Breckenridge. Yes. 

Mr. Brosius. But there might be a case where it would not be, where 
the rascal runs away with the whole business, and in that case the note 
holders would have to fall back on the 6 per cent? 

Mr. Breckenridge. Yes. 

Mr. Brosius. To complete the security it would be desirable to have 
the fund. 

Mr. Breckenridge. The currency ought to be surrounded by all 
possible safeguards. 

Mr. Brosius. After we have done our best in the direction of safety 
in all ways, accepting the system of assets and the safety-fund system 
and so on, there will still be a residue theoretically of risks. 

Mr. Breckenridge. Humanly speaking, I would say there would 
be no question of risk; it is practically eluninated. 

Mr. Brosius. Supj)ose the guarantee fund should become exhausted; 
there is no provision in this bill except one-half of 1 per cent. Sup- 
pose there should be an epidemic among the banks. 

Mr. Breckenridge. Tnere was one m 1893. 

Mr. Brosius. Suppose the guarantee fund should fail and the holder 
of some note could not have it redeemed. Would not there be that 
theoretical possibility ? 
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Mr. Bkeckenkidoe. We could have no worse panic than we had in 
1893; it was never so widespread among the banks as it was then. 

Mr. Brosius. But we had our security then. 

Mr. Breckexridge. Even in 1893, taking all the bank failures that 
occurred then, a guarantee fund would not have been exhausted. The 
principal purpose of the guaranty is not the ultimate security. The 
ultimate security is the assets of the issuing bank. The guarantee 
fund is the means of protecting the holder of the note from any dis- 
count by reason of delay in redemption, by reason of the time required 
to realize upon the assets of the failed bank. 

Mr. Brosius. Of coui-se, you are establishing the necessity of having 
that guarantee fund? 

Mr. Breckenridge. Yes. 

Mr. Brosius. I am asking, even having that, there is still a theoret- 
ical possibility of somebod}'^ sustaining a loss in ease the funds should 
be exhausted. You are reasoning, and other gentlemen have reasoned, 
from the amount of loss sustained by our banks in the last thirtv years 
in our bond-secured system to the loss that could be fairly apprehended 
in the next thirty years under a different system. 1 do not think that 
is sound reasoning, because we had only a small per cent of losses 
under that system which was calculated to restrain banks and to make 
them cautious by requiring them to put up bonds to secure their issue. 
That is no measure at all of the amount of losses that would be 
sustained when banks did not have to do that. 

Mr. Breckenridge. You forget, I thinks that under a system of 
issue under general assets there exists a daily check, a very exacting 
check, which the banks are not now obliged to submit to. It would 
be in the interest of each and every bank to strive, day in and day out, 
to get the public to accept its own notes and to turn in for redemption 
the notes of strange bauKS which might be paid in across its counter, 
and, as the inevitable result of such a system of issue, you would have 
to arrive at some scheme or other for effecting a daily exchange of 
such notes, offsetting them against each other so far as possible and 
settling the balances. The bankers would meet and offset each other's 
notes in part, but they would have to pay the balances resulting from 
these exchanges in cash. Any paper currency ought to be and should 
be redeemable, upon demand, eitner in legal money or in gold coin. 
The bank which issues such paper must be vigilant, watchful, and 
careful in nowise to extend its circulation beyond the limits of safety. 
I am not sure that the requirement of the immediate redemption each 
day of its note issues is not a more practical and more potent monitor 
than the need of buying a few Government bonds. Those people who 
are moving along the lines you indicate are not spinning theories 
wholly in the air, for they have seen successful expermaents with such 
a system in other countries. 

Mr. Brosius. There is not any other country like this. 

Mr. Breckenridge. Not just like this. 

Mr. Brosius. The banking system of no other country on earth 
would work in this country as satisfactorily as it does in the country 
where it is now worked. In other words, the Canadian bank system 
would not be well for us. 

Mr. Breckenridge. I see no possible objection to the introduction 
of something like the Canadian banking system in the United States. 
In point of fact, the Canadians have borrowed many of their best 
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ideas from American precedents, and a scholar in Kingston was able 
some time ago to show a very striking similarity between the charter 
of the first bank of the United States and the charter of the bank first 
started, some time afterwards, in Canada. It is known that thev got 
the idea of their redemption system from the United States, ana that 
their safety fund was a direct copy from the experience in New York 
under the old safetj^-fund system. It is known, too, that the Cana- 
dians have tried the system of bond security. That was done in the 
Province of Upper Canada between 1850 anH I860,' the scheme being 
afterwards abandoned. 

Mr. Brosids. They came within an ace of adopting our bond system ? 

Mr. Breckenridge. It was considered in 1850, in 1860, in 1870, and 
in 1871. 

Mr. Brosius. And some of the financiers advocated it? 

Mr. Breckenridge. Yes. 

Mr. Brosius. Assuming that there is a remnant of risk, that some- 
body has to take in the issue of bank notes on whatever system you 
may adopt — excluding the present system, as there is no risk — or 
there is a risk that the Government takes 

Mr. Breckenridge. I do not call that a risk. 

Mr. Brosius. It is still a remnant of risk? 

Mr. Breckenridge. I concede that there is a theoretical risk. 

Mr. Brosius. Now, who do you think ought to c^rry that risk, the 
power who authorizes the issue of that currency or the people who are 
compelled to take it in the transactions of business? 

Mr. Breckenridge. I can not assume a practical risk, under the 
conditions stated; the risk is substantially eliminated. 

Mr. Brosius. You can entertain an assumption ? 

Mr. Breckenridge. There is a possible risk that the Government 
of the United States may go into bankruptcy. 

Mr. Brosius. You can entertain an assumption whether you think 
it is warranted in fact or not. In other words, assuming that there is 
a risk, who ought to carry that risk; the people of the United States, 
who, by and through their Government, authorized those notes to be 
issued, or vou and Mr. Fowler, who are compelled to take them? 
Who should carry that risk, if there is any? 

Mr. Breckenridge. I should prefer to avoid a Government guar- 
anty. 

Mr. Brosius. The State of New York, when it was operating a 
safety -fund system, found that the State broke down and that the note 
holders lost a large amount of money, and the legislature of the State 
of New York thought that it was not fair to let the holders of the notes 
suffer that loss and appropriated money enough to cover the loss. Do 
you think that was in conformity with the correct principle? 

Mr. Breckenridge. No. 

Mr. Brosius. I had hoped that you would answer that question dif- 
ferently, because the American people have a sense of fairness and 
justice, and if jou could get the consensus of opinion there would be 
a wild clamor m favor of the Government of the United States guar- 
anteeing every dollar that it authorized to be issued for use as money 
among our people. The power that issues the money and tells me to 
take it ought to guarantee me against that loss. 

Mr. Breckenridge. The Government compels no man to take any- 
thing which is not legal tender. So far as the reimbursement of the 

B o A 
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note holders of the safety -fund bank in New York is concerned there 
is this much to be said. The legislature passed a bill which went &r- 
ther than the f ramers of the bill intended. The guaranty was applied 
to all the debts of the bank instead of to the liabilities upon the notes 
alone. Had the safety fund been applied only to the redemption of 
failed banks^ notes there would have been no restitution necessary. 
The safety fund would have been more than sufficient to pay off the 
notes. 

Mr. LovERiNG. Notwithstanding the exceptions vou have taken to 
this bill, Mr. Breckenridge, I would like to ask ff you regard it as 
safe as far as it goes ? 

Mr. Breceenridoe. Yes; safe. 

Mr. Lovering. It does not go as far as you would wish ? 

Mr. Breckenridge. It stops considerably short of what reforms I 
should consider extremely desirable and advantageous. 

Mr. Lovering. You still believe that elasticity in the currency is 
important to the business of the countrv ? 

Mr. Breckenridge. We could get along without it, but the country 
would get along much better with some currency possessing elasticity 
and based rather upon the commercial needs than the Grovernment 
bond business. 

Mr. Hill. Did I understand vou to say that, in your judgment, 
greater relief would be f urnishea in time when relief was needed by a 
comprehensive system of branch banks than by a system of asset 
currency ? 

Mr. Breckenridge. I made some such comparison. I suggested 
that the system of currency issued against assets ought property to be 
combined with the system of branch banking. I am inclined to think 
it unlikely that the notes a^inst general assets loans will suffice to 
correct the inequalities in discount rates which exist between differ- 
ent centers of the country. The situation has improved somewhat 
since 1897, but for five years prior to that time there were such differ- 
ences between Eastern and Southern and Western cities of the country 
that from 1893 to 1897 Boston had an average rate of 3.8 per cent; 
Buffalo's rate ran up to 6 per cent; in Charleston, S. C, the rate was 
7 per cent; in Birmingham, Ala., the rate was 8 per cent, and in Den- 
ver the average rate of discount on first-class paper, bearing two 
names, was 10 per cent. 

Mr. Hill. Do you not think that situation would be relieved by a 
system of branch banks even under our present condition of State and 
national banks 'd 

Mr. Breckenridge. I think that branches would afford a deal of 
relief. 

Mr. Hn.L. I find that you are right; there were 6 of the 38 Canadian 
banks as reported in 1896 which had taken charters under the old law; 
but I notice another thing: The Bank of France is reported as 
$36,600,000 capital, with $800,000,000 note issue. 

Mr. Fowler. Now it is a billion dollars. 

Mr. Hill. Have they increased the capital? 

Mr. Fowler. No, sir. 

Mr. Hill. I notice that two-thirds of the issues of the Bank of 
France are to be covered by commercial paper of not to exceed three 
months' time, to bear one or two indorsements. In your judgment, 
is that an entirely safe proposition without any guaranty fund? 

Mr. Breckenridge. Where you have a great central bank and 
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where it is under Government supervision, I do not think it would be 
unsafe. I do not think it would be practicable in the United States, 
however. 

Mr. Hill. Supposing the same system of note issue existed here, 
that collection notes were deposited with local clearing houses, and the 
local clearing houses were required to guarantee a national redemption 
bureau, entirely independent of the Government, would not the super- 
vision of the local clearing houses and their own liability of loss be a 
sufficient guaranty to the national redemption agency to justify^ the 
redemption of their notes that could be issued under the plan? Would 
they be apt to take paper issued without regard to securities and give 
their guaranty to a national redemption bureau that they woidd redeem 
the notes in gold without some supervision 2 If they were in the same 
clearing-house organization, would not self protection be a sufficient 
inducement to cause a supervision that would make the note issue abso- 
lutely safe ? 

Mr. Bbeckenbidoe. It is possible. 

Mr. Hill. You think it would require, then, even aside from that, a 
guaran^ fund and a tax to maintain it? 

Mr. Bbeckenbidoe. In 1837 the whole Mississippi Valley was mad 
over land speculation; and at that stage they had not even a State 
clearing house. 

Mr. FowLEB. But, as a matter of fact, the Ohio system and the 
Indiana system both went through the panic and maintained gold 
pavments? 

Mr. Bbeckenbidge. The bank of Indiana did. That project of 
investing the power of issuing in clearing houses is one tnat would 
need more examination and study before I could speak to it with any 
confidence. 

Mr. Hill. The thought I had in my mind and on which I wish to 
have your advice is not that the clearing houses should issue the notes, 
but that within the limit of banking capital the bank should have the 
right to issue its notes to the amount of its capital, with a deposit of 
a sufficient amount — not an equal amount, but if necessary double the 
amount — of its issuing power, with clearing agents, or a guaranteed 
redemption bureau, independent of the Government, and through that 
guaranty, with a deposit of security in the local clearing houses, notes 
should be redeemea. That is what is floating through my mind, and 
whether it would be possible to organize such a system as that is what 
I am trying to ascertain. 

Mr. Bbosius. That means the organization of all the banks through 
clearing houses, so that all the ban^ practically become the guarantors 
of all me notes. 

Mr. Hill. I do not care whether they are all or one ; I think they 
would all come in. Have you ever given it any thought, Mr. Breck- 
enridge? 

Mr. Bbeckenbidoe. No. 

Mr. Hell. Mr. Gilman is the author of this, but perhaps Mr. Fow- 
ler elaborated it before Mr. Gilman did. 

Mr. Bbosius. I want to say to Mr. Breckenridge that I find he is cor- 
rect about the few small banks that he referred to in Canada. I find 
in one of the discussions of the subject there are said to be half a 
dozen banks whose capital is less than $500,000. My recollection was 
at fault. 

Mr. FowLEB. Please state the circumstances under which these local 
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small banks work in conjunction with the branches of the larger banks 
in Canada. 

Mr. Breckenridge. These small Canadian banks are survivors of 
the period before the passage of the British-North America act; they 
were organized to do local business in the first instance, and they have 
in most cases ever since worked along those lines. They seem to have 
so strong a hold upon the hearts of the neighborhoods in which they 
are active, or are so well adapted to their purposes that they have sur- 
vived with a considerable degree of prosperity, even when subjected 
to the competition of branches of stronger and larger institutions. It 
is not to be denied that the typical Canadian bank has branches and 
vei'y considerable capital, and that there is a tendency' toward the 
reduction of the number of banks in the system is quite apparent. 

Mr. Fowler. Do you think that the thirty-five years of experience 
with the secured currency in the United States furnishes any basis 
upon which to construct a theory of credit money ? Can you say that 
it would make any difference with the discretionary wisdom of a 
cashier or a discount committee as to the soundness of the credit thev 
would take whether the currency was secured or credit currency? 

Mr. Breckenridge. None whatever. 

Mr. Fowler. And the banker loaning money would be just as care- 
ful to make a safe loan under one condition as the other? 

Mr. Breckenridge. It seems to me he would still be keen for the 
profit and still be anxious to avoid the loss. 

Mr. Fowler. I suppose you think that the data furnished by the 
banks in the Unitea States for the last thirty-five years would be 
proper data for the purpose of constructing a system of credit currency ? 

Mr. Breckenridge. So far as risks were concerned I should say tne 
data would be excellent and trustworthy. The average banker is hardly 
likely to become dangerous or foolhardy upon his field of usefulness 
being enlarged. 

Mr. Fowler. What, if any, difference is there in a bank with a hun- 
dred thousand dollars of deposits subject to check and a bank with a 
hundred thousand dollars of notes outstanding? 

Mr. Breckenridge. Notes against its general credit? 

Mr. Fowler. Yes. 

Mr. Breckenridge. The essence of liability would be the same. 
The difference is one of form, and were the system operated or regu- 
lated with a view to the public convenience, the difference would be 
one which arises simply from the varying public needs. 

Mr. Fowler. The notes would be as safe as the deposits, would 
they not? 

Mr. Breckenridge. If the bank w^as solvent. 

Mr. Fowler. You must assume in that respect they are the same. 
The notes would be as safe to hold ? 

Mr. Breckenridge. Assuredly, except for the chance of loss by 
theft, in which case the notes could not be traced, while the deposits 
could. 

Mr. FowiiER. If there is no difference in the liability of a credit 
and the liabilitj'^ of a note, what is the objection to giving a bank with 
practically unlimited capital — sa3% $50,000,000 — the right to a practi- 
cally unlimited note issue? 

Mr. Breckenridge. I think traditional caution in such matters 
would dictate the submission of any issue privilege to some limitation. 



OUBBENOY RESPONSIVE TO THE NEEDS OF BUSINESS. 58 

Experience and the judgment of Europe as expressed in its bank leg- 
islation, and the judgment of practically every other country in whicn 
the subject has been treated, are all in favor of some limitation of the 
right of issue — some statutory limitation of the right of issue. It may 
not be wholly necessary, but it is eminently safe, 

Mr. FowLEB. Do you believe that it would be unwise for the United 
States Government to authorize a bank with fifty millions of capital to 
issue an amount of notes five times its capital, conditioned upon the 
current redemption of the same in gold coin'^ 

Mr. Breckenridge. That question really raises the whole issue of 
a central bank. 

Mr. Fowler. Supposing we made that law in the United States, 
and then bv evolution we i^ould have ten or twenty banks of the same 
size, would it do any harm ? 

Mr. Breckenridge. That is a very difficult situation to picture. I 
should think, if I had anything to say about the matter, under such 
circumstances I should prefer to restrict the note circulation to some 
such sum as the capital of the bank, and then if you preserve the fea- 
ture of an additional liability equal to the orginal subscriptions to the 
capital stock, you would run very slight risk of the assets of the insti- 
tution being inadequate to redeem its outstanding paper. 

(Adjourned.) 



February 7, 1901. 

The subcommittee of the Committee on Banking and Currency, 
having under consideration the bill H. R. 13303, met at 11 o'clock 
a. m., Hon. Charles N. Fowler presiding. 

8TATBMEVT OF MB. HORACE WHITE, OF HEW TOBX. 

Mr. Fowler. 1 will say at the outset to Mr. White that he may take 
the thought in the bill as a suggestion and discuss the principles of it, 
or he may take the bill up and discuss it by sections, according to his 
own pleasure, and after he has finished his general talk we may like to 
ask hmi some questions. 

Mr. White. I would say in the first place that I am in favor of 
the general principle of a credit currency; that is, a bank-note currency 
issued on assets, and I think that that is the only way we can ever have 
in this country what is called a flexible currency, a currency which 
will expand and contract at all seasons of the year in accordance with 
the demands of the public for a proper medium of exchange. At the 
same time I am stilt more in favor of a sound currency, a currency 
about the goodness of which there can not be any doubt, and if I hud 
to choose between a secure currency and a flexible currency I should 
choose the secure currency without any hesitation. But the question 
is. How can we make a secure currency which shall be based upon 
assets; how can we make a currency which will be safe beyond 
peradventure? 

I consider it not only necessary that the currency should be secure, 
but that it should be known to be such to the community, so well known 
that nobody will ever question it and nobody will ever refuse a note, 
and that no question will ever arise in anybody's mind whether it is 
good or not. In other words, I am not in favor of any currency which 
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is less secure and less free from doubt than the currency we now have. 
Can that kind of a currency be obtained when based upon assets only? 
It can be obtained if the Government guarantees the currency and takes 
the necessary means to secure itself. It might be obtained by a series 
of clearing nouses throughout the country which could guarantee all 
the banks in those clearing houses, and see to it that all the currency 
should be issued under the regulations prescribed by law. It may w 
secured by one bank so large that no doubt will ever arise as to its 
goodness, such as the Bank of England or the Bank of France. It 
may be done by the Canadian system where there is a series of banks 
with very large capital having branches distributed throughout the 
country. I think that one or the other of those systems would be 
necessary to establish a bank-note credit currency in this country. 
My own preference would be to have a currency guaranteed by the 
Government, the Government taking measures to secure itself out of 
the assets of the bank. That would be a matter of detail which I am 
not prepared now to go into. Those are my general views on the sub- 
ject. Now, if you will permit me to do so, I will look at some of the 
sections of this bill. 
Section 2 provides — 

That euaranteed bank notes may be issued to any national bankins association 
under the provisions of this act to any amount not exceeding one-fifth of the face 
value of the United States bonds on deposit by said bank with the Treasurer of the 
United States to secure currency notes issued under existing law, but such guaran- 
teed bank notes shall not be issued to any amount in excess of 10 per centum of the 
paid up and unimpaired capital of said Imnk. 

That restricts the right to ibsue guaranteed bank notes and notes 
secured by assets to banks which now issue notes secured by bonds on 
deposit in the Treasury. 

Mr. Bbosius. Are you not a little in error in that statement. Only 
banks which have bonds on deposit can avail themselves of the pro- 
visions of this bill, whether it has issued any circulation on the bonds 
or not, because you know the law does not require a bank to issue 
currency. 

Mr. WHrrE. The bank must have deposited bonds to secure cur- 
rency notes. 

Mr. Brosius. That is right, but the law does not require a bank to 
issue currency. 

Mr. White. It struck me that that clause would throw out the 
right to issue guaranteed bank notes by the large citv banks which 
do not now issue currency at all, and tliat that was a defect, because 
those are the very banks that might issue notes with the greatest 
security by reason of their large capital. 

Mr. Calderhead. Did we not have some time ago a statute that 
required the Treasury Dapartment to keep the notes for those banks 
on hand all the time so that they might obtain and issue at once when 
there was a call for circulation? 

Mr. White. I do not recall any such law. There was, and may be 
now, a requirement that every bank shall deposit a minimum sum of 
United States bonds whether it issues notes or not. 

The third section provides — 

That every national bank association issuing guaranteed bank notes shall pay into 
the division of issue and redemption in the office of the Treasurer of the United States 
a sum in gold coin equal to five per centum of its outstanding guaranteed bank notes. 
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According to the first section of the bill the bank would thereupon 
have the right, if the Comptroller of the Currency araroved, to issue 
an amount of notes equal to 10 per centum of its paid-up an(L unim- 
paired capital. Now, suppose that only one bank should go into this 
scheme, tne amount of gold coin deposited under this provision as a 
guaranty fund would be only 5 per centum of the amount of notes to 
be issued. 

Mr. LovERiNG. Will you allow me a moment? That condition was 
considered in drawing this bill, and a provision might be written into 
the bill which would put it in force only at such time as a given num- 
ber of banks should have acceded to it. It would be a perfectly proper 
amendment, and should be in the bill, and I see the force of it, although 
the risk would be correspondingly small. 

Mr. White. Certainly. 

Mr. Fowler. That amendment would not be necessary if the notes 
were a first lien on the assets ? 

Mr. White. It might or might not be. 

Mr. Brosius. There might not be any assets when you came to 
settle up. 

Mr. W HiTE. We ought to take an extreme ease in order to test the 
bill. 

Mr. LovERiNG. That is perfectly proper. 

Mr. Fowler. I should be willing to test that observation on all the 
failed banks in the United States. 

Mr. LovERiNG. That has to be based upon a large general average. 

Mr. White. Yes, sir ; that is my idea. 

Mr. Brosius. In testing this question on general averages and 
aggregates, in view of the nature of our banking system where each 
bank stands upon its own bottom, can we arrive at a safe conclusion 
by reasoning from general averages and general aggregates? For 
instance, take all the assets of all the banks. If they could be put up 
as a guaranty for all the notes of the failed banks everybody woula 
say at once that that would be ample security, but the notes of one 
bank might still be unsecured, because the assets in that bank may be 
all gone, stolen and carried away, and unless the aggregate assets or a 
guaranty fund were provided for the notes of that particular bank, 
why, it would be no argument at all to say that the aggregate assets 
were two billion and a half of dollars. You must show that the assets 
of that bank are so secure that they can not get away. The assets 
supply the guaranty fund? 

Mr. White. Yes, sir; of course. 

Mr. Brosius. Can you arrive at any conclusion as to whether the 
notes of a particular bank are secure by reasoning that the general 
aggregate assets of all the banks are secure, when they can not be 
used as the security for that particular bank? 

Mr. White. I think we can rely upon the experience of the past, 
and I think that the statistics which have accumulated at the office of 
the Comptroller of the Currency show that if we had had a credit cur- 
rency from the beginning of the national-banking system to the 
present time the notes of failed banks would have l)een paid out of 
the assets plus a small guaranty fund if the notes had been the first 
lien on the assets. 

Mr. LovERiNG. The Secretary of the Treasury stated that it would 
have been twelv^e times over. 
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Mr. White. That is a mere matter of statistics. 

The fourth section of the bill provides that in case of a bank failure 
the Copiptroller of the Currency shall collect for the benefit of this 
guaranty fund — 

from the assets of the bank and from the stockholders thereof, such sum as, with the 
bank's balance in the bank-note guaranty fund, shall equal the amount of its guaran- 
teed bank notes outstanding. 

The sentence which I have last read, standing by itself, would give 
the Comptroller of the Currency a first lien on the assets of the l^nk 
and the stockholders' liability, ^'he shall collect from the assets, '^ etc.; 
but the next sentence says: 

And for this purpose the United States shall, on behalf of the bank-note guaranty 
fund, have a lien upon all the assets of the association ratably with other creditors of 

the bank. 

* 

That sentence qualities the preceding clause so that it does not have 
the first lien on the assets. 

Mr. Brosius. Not first, but ratable? 

Mr. White. Yes, sir. I call attention to that paragraph as appar- 
entlv confusing. 

Mr. LovERiNG. In actual effect it would be collected ratably. 

Mr. White. I think that bank notes should be the first lien on the 
assets of a bank. It is not generally a matter of choice with people 
to accept a bank note or not to accept it, especially with the laoormg 
class, who have to take whatever the employer gives them, because if 
they refuse they are liable to lose their portions. Besides, the public 

fenerally are not able to judge of the solvency' of a bank. Therefore 
think that bank notes ought to be a first lien, on the assets. 

Mr. Fowler. They are, under our present system? 

Mr. White. They are, under our present svstem. The law of Con- 
necticut has been so since 1831, that of New 'fork since 1842. 

Mr. Capron. You would strike out the clause that makes it ratable? 

Mr. White. I should strike out the last sentence of that clause. 

Mr. Brosius. It occurred to me that that clause was put into this 
bill out of deference to a sentiment which I think is becoming more 
and more prevalent — that it is an injustice to depositors to give bank 
notes the hrst lien upon the assets of a bank. 

Mr. White. I know there has been a conflict of opinion on that 
point from the beginning, but the idea that bank notes should have 
a first lien on assets has prevailed in the legislation of the country, and 
rightly so, I think. 

Mr. Brosius. Our Comptroller has discussed that proposition and 
has argued with more or less force the claim of depositors to have an 
equal chance with the note holdei*s on the assets of the bank. 

Mr. White. The present Comptroller? 

Mr. Brosius. Yes, sir. 

Mr. Fowler. But under the present law certain assets of the bank 
have been taken out and set aside to secure the notes. 

Mr. White. Yes; but suppose you have a great war and the bonds 
go down to 50 cents on a dollar, you still have the first lien on the 
remaining assets to secure the notes, so the law says. 

Mr. Brosius. Under the existing law. 

Mr. FowOiER. Can you distinguish, Mr. White, between a bond- 
secured currency having this right of first lien and a credit currency 
having the first lien? 
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Mr. White. No; there is no diflference. 

Mr. Brosius. There is no diflference in principle, there is some dif- 
ference in practice perhaps, because now in practice the depositors get 
all thac remains in a bank, because the bonds are always more t&n 
enough to pay the notes, and they are in the hands of the Government 
and can not be gotten away with; so that what there is left in the bank, 
after somebody has stolen all they could carry away, goes to the 
depositors? 

Mr. White. That is quite right. 

Section 5 of this bill provides a new tax upon the notes in circula- 
tion, which tax is to be levied in a certain way. It is hardly necessary 
to read that section. I have no criticism to pass upon it. 

Mr. Brosius. That section provides for a half ot 1 per cent tax, and 
it does not make any provision for any additional assessments in case 
the guarantee fund snould become exhausted. I will refresh your 
recollection of the discussions had heretofore upon this question. 
There nearly always has been in contemplation an additional tax 
assessed to a certain point to be available in case of the exhaustion of 
the guarantee fund. Now, if that guarantee fund is exhausted, and 
the half of 1 per cent does not replenish it, the whole thing falls. 

Mr. White. I think that is a sound criticism. 

Mr. Brosius. And it occurred to me that a certain limit up to 1 per 
cent might be desirable for the benefit of the public, and that it might 
also be desirable to have some provision for an increase of that per 
cent, in case it should be necessary, to keep the guarantee fund intact. 

Mr. White. I think you are right. I think the plan adopted by 
the Bankers' Association of Baltimore in 1894 did contain a provision 
of that kind. 

Mr. Brosius. A provision of that kind was contemplated in all the 
discussions years ago. 

Mr. Capron. An additional tax if 

Mr. Brosius. In case of the exhaustion of the guarantee fund to 
provide for an additional assessment upon the banks to replenish it. 

Mr. LovERiNG. As a matter of fact, do vou not think tnat one-half 
of 1 per cent would be ample to establish the fund at the outset? 

Mr. White. Yes, sir; if a large number of banks went into the 
system. 

Mr. LovERiMG. There would be no use of the bill otherwise. 

Mr. White. Section 9 provides that 5 per cent additional shall be 
paid to the Treasury of the United States for current redemption. 
That is a repetition of the existing law and is all ri^ht. And '^guaran- 
teed bank notes shall also be redeemed in gold coin on demand at the 
counter of the issuing bank.^' That is in accordance with the existing 
law also. 

Mr. Brosius. This current redemption fund is required by the bill 
to be in gold? 

Mr. White. Yes, sir. 

Mr. Brosius. Both funds? Do you not think it is desirable to have 
that current redemption fund in gold ? 

Mr. White. I should think that if it said ''lawful money" that 
would answer the same pui*pose, because the bank has greenbacks 
which it can present to the Treasury and ask for gold. 

Mr. Fowler. The Government must c^rry the burden under the 
bill. 
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Mr. Capron. The Secretary of the Treasury stated that he would 
discriminate in the bill in favor of one kind of money against another. 

Mr. White. I think that is idle. 

Mr. Lovering. It is not only idle, but it in discriminating against 
one kind of money. 

Mr. Brosius. Section 10 provides for the character of the notes. Do 
you not think it is desirable, Mr. White, to unify our money as much 
as possible? We have a great many kinds of money now. This bill 
provides for still another Kind of paper money, different from all the 
others, to be known as *' guaranteed notes." 

Mr. White. I think that is a sound criticism. 

Mr. Brosius. If there was any way that these notes could be issued 
in the same general character as our present bank notes, I think it 
would really be better than to add another kind of money to our pres- 
ent great variety. 

Mr. White. I quite agree with you. 

Mr. Brosius. I wouldlike to know if there would be any means of 
issuing these notes so that they could be distinguished from the others 
without having them known by a different name? 

Mr. White. They would have to be issued in a different color to 
attract the attention of the public. If there is a difference in the 
character of the notes the public ought to be made aware of it in some 
way, so that anybody could see it instantly. 

Mr. Brosius. That would be necessary also for the purposes of the 
Government, because they are treated somewhat differently from the 
other notes. There would have to be a way of distinguishing them, 
but I would not like to have them known by a different name if it can 
be avoided. 

Mr. FowiiER, You think it would be advisable to have the notes 
different in color, so that they could be distinguished at a glance? 

Mr. White. Yes, sir. 

Mr. Fowler. You would not have the words and terms themselves 
say that they were different? 

Mr. White. That might also be desirable. 

Mr. Brosius. What object would the public have for knowing any- 
thing about it when they know that one note is just as good as 
another? This note will be just as good as a national-bank note under 
the present law, and I can not see anj^ object the public would have in 
knowing anything about it any more than now, when they do not 
know wnat bank issued the note, they do not know anything about it, 
except they know that the notes are good, but the Government, inas- 
much as it treats the notes in some respects differently from the old 
notes, would have to have some mode of distinguishing the one from 
the other. The coloring would be sufficient for that purpose. Then 
all our bank currency would be known as national-bank notes, instead 
of bank notes and guaranteed notes. The public would have no neces- 
sity to inquire about the difference between the two, because the public 
never uses the notes for the purpose of exchange. The notes would 
be good and the public woula never make any inquiry. 

Mr. White. It has been customary for the Government to put on the 
face of the note, or the back of it, certain facts regarding it, and I 
think that is a good custom. 

Mr. Brosius. If there is any difference between the two kinds of 
notes — the present note and the so-called guaranteed bank note; if there 
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is any ditference in law, there ought to be some kind of mention of it 
on the face of the bank note. 

Mr. White. I think so. 

Mr. LoTERiNG. Is it directed by law as to what legend shall go on 
every note? 

Mr. White. No, sir. 

Mr. LovERiNG. That is a matter which is left to the discretion of 
the Treasury Department? 

Mr. White. Yes, sir. 

Mr. LovEBiNG. And this is left in the same way ? 

Mr. White. Yes, sir. 

Mr. Drigos. Is it not a fact that the people became suspicious in the 
first place, simply as an illustration, of the old trade dollar because it 
was labeled '* trade dollar?" Would they not also become suspicious 
of this note if colored, and suppose it to be a different kind of a note? 
It seems to me that the great mass of the people, if the bill was enacted 
into law, would not understand it. If you put out a different colored 
note and a different kind of note they will try to find out something 
about it, if there is any suspicion in their minds as to its worth or value, 
and as soon as they found one they would refuse to accept it, and, 
instead of the bill accomplishing the object that the author is desirous 
of accomplishing, it seems to me that it would be against the bill to 
have these notes diametrically different. 

Mr. White. According to my observation and belief the public takes 
anything that has the words "United States" printed on it. They 
take silver certificates, they take bank notes, they take gold certificates, 
they take greenbacks, and they take the so-called Sherman notes, and 
not one man in fifty ever looks beyond the words '* United States." 

Mr. Driggs. But yet they refused to take trade dollars, and if these 
notes take the place of a trade dollar or the trade Treasury note or 
whatever you call it, might they not treat it in the same way? 

Mr. White. The public never refused to accept trade dollars until 
they fell below par. 

Mr. Brosius. If bank notes are issued under circumstances that 
preclude the probability of the people understanding how they are 
secured I thiuK tliey would be open to the suspicion which you men- 
tion, but such suspicion would be dissipated if the notes are issued on 
the theory that Mr. White approves. I do not know that you were 
here at that time. That is for the Government to guarantee the issue 
and let it protect itself in its own way, and when the public know that 
the Government is behind the money it would not be open to any sus- 
picion whatever. 

Mr. White. The remaining sections of the bill, which* are not nec- 
essary to be discussed critically, provide for issuing additional guar- 
anteed bank notes after three years and after six years from the 
passage of this act. but they do not change any principles of the biU. 

Mr. Brosits. Tnat is only an extension of the system ? 

Mr. White. Yes, sir. 

Mr. Brosius. This bill provides for an experimental step in a cer- 
tain direction and those sections provide for the continuance or prog- 
ress in that direction. 

Mr. White. Yes, sir. 

Mr. Capron. In your judgment, are the provisions of this bill of 
such advantage or do they offer such advantage to the banks as will 
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induce then to generally adopt this system? I suppose we can not 
put anything in the bill to compel banks to issue bank notes. 

Mr. White. I should think the banks would go into it. 

Mr. Capron. The potent factor to me in the enactment of a law is 
whether or not we would be enacting something that the banks would 
find sufficiently attractive to make them go into it? 

Mr. White. My opinion is that they would adopt this system. 

Mr. LovERiNG. With the exceptions which you have taken which 
can be changed in the bill, with such changes made is not the bill, as 
far as it goes, perfectly safe and a desirable measure ? 

Mr. White. I think it is, provided you make the notes absolutely 
secure. As I said at the beginning, I should insist upon ceilain steps 
being taken to make the notes ab^lutely secure and to remove from 
the public mind any doubt on the subject. 

Mr. Lewis. Do you believe that the real good, strong banks would 
be willing to go into a scheme of this kind without these notes being 
better secured than the security from this redemption fund in the 
Treasury? If onh^ one bank starts in the business and puts up the 5 
per cent, that is not sufficient. Then if one bank is not sufficient for 
its own notes, why would strong banks be willing to join in and make 
them good? In other words, if you were running a good, large bank, 
with a lot of smaller banks and put up the 5 per cent to guarantee it 
without having any special lien, would you be willing to join the 
scheme? 

Mr. White, At the outset I should say no. It would have to be a 
matter of experiment. The svstem would have to grow up as it grew 
up in Canada and in New England under the Suffolk system. 

Mr. Lewis. Would you prefer a bank to issue notes upon its assets 
rather than upon this scneme of bonds ? This issue is basea upon bonds. 

Mr. LovERiNG. Oh, no. 

Mr. Capron. No other bonds than those alreadv issued. 

Mr. Lewis. So much on bonds, but not more than 10 per cent of the 
capital of the bank. 

Mr. White. The existing system is on bonds, and this is an additional 
issue. It is based on the assets. 

Mr. Lemtis. a note issued on assets is simply issued on the credit of 
a bank and is a liability against the bank. 

Mr. White. Issuing against assets and issuing on credit mean the 
same thing. You can not have credit without assets. 

Mr. Lewis. I do not understand then the allusion to the bond issue. 

Mr. Brosius. The issue has to be limited in some way, and the bill 
limits the issue to two-thirds of the amount of the bonds. 

Mr. LovERiNG. I may perhaps say right here that as the bill was 
originally drawn there was no allusion at all made to the bonds, but at 
the suggestion of the Secretary of the Treasury it was attached to the 
bond issue for fear that otherwise these notes would displace the bond- 
secured notes and thereby force upon the market the bonds of the Gov- 
ernment. It was at the suggestion of the Secretary of the Treasury 
that the change was made. 

Mr. White. His object, I suppose, was to keep up the price of the 
bonds in the market lest they should fall below par? 

Mr. LovERiNG. That was his motive. 

Mr. White. I do not see any disadvantage in the bonds going below 
par; it would enable the Government to buy them cheaper for the 
sinking fund. 
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Mr. Lewis. After this act had been in force for six years when the 
banks could issue 40 per cent in notes, could not they put a great deal 
of money on the market or withdraw it from circulation, and would 
not that have a depressing eflFect or a booming effect? Would it not 
be liable to cause panics or depressions? 

Mr. White. If thej should expand their credit unduly ? 

Mr. Lewis. Yes, sir. 

Mr. White. They can expand it far more in checks than notes. I 
do not think that banks can expand the currency unduly under condi- 
tions of redemption in gold on demand. They might inflate somewhat 
in times of general ''boom." They might inflate when everybody 
else is inflating; when prices are advancing they can do it to some 
extent. 

Mr. Lewis. And is it not vour idea that the banks are inclined 
toward " booms " as much as other people are i 

Mr. White. Just about as much bh others. 

Mr. Lewis. Take New York — Wall street; those banks have been 
loaning out every cent of the money they have, and they would have 
a OTeater surplus under this bill? 

Mr. White. Not in the form of bank notes. They lend their credit 
mostly in other forms. 

Mr. Lewis. But when the banks have money they loan it? 

Mr. White. The banks can join in a general inflation. 

Mr. Fowler. These bank notes are not held as a reserve, and they 
can not be regarded as a part of the money that the country has in the 
sense you speak of. 

Mr. Lewis. These bank notes are not kept in the New York banks 
to any considerable extent; they keep them out in the country, and 
will get other monev instead. These country banks keep their deposits 
with these reserve banks, and therefore it has the same effect of Keep- 
ing the reserve up. 

Mr. White. Yes, sir. The piling up of deposits from the country 
banks does tend to loose speculation in reserve cities. 

Mr. Hill. Is it not true that the very large sums of money on 
deposit with the banks in New York City is due to the fact that the 
banks throughout the country, when the money is on deposit, put it 
there to get the 1 or 2 percent interest, because of their inabinty to 
make proper and safe loans at home? 

Mr. White. Yes, sir. 

Mr. Hill. Why would they have to unduly expand their note 
issues? Why would not that be an unanswerable argument against 
such expansion in view of the fact that they would rather leave the 
money on deposit in New York at 1 or 2 per cent? 

Mr. White. I said I did not think they could expand much under 
the reqiiirement of immediate gold redemption. 

Mr. IjEwis. You spoke of a secure currency and a flexible currency 
and said that you preferred a secure currency. 

Mr, White. I said that if I had to choose between a secure cur- 
rency and a flexible currency not perfectly secure, I would prefer a 
secure currency. 

Mr. Lewis. I really do not catch the distinction between the two. 
What do you mean by the term "flexible currency?" 

Mr. White. I mean a currency that expands and contracts with the 
demands of business. 

Mr. Brosius. It is sometimes called an elastic currency. 
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Mr. White. I said that as between an elastic currency and a 
secure currency, I sliould choose the secure currency. 

Mr. Lewis. What do you mean by '•secured' Indorsed by the 
Government? 

Mr. White. Yes, sir; preferably, but not necessarily. The Eng- 
lish, French, and Canadian bank notes are secure, but are not indorsed 
by the governments. 

Mr. LovERiNO. As to taking that money in your own pocket, would 
you discriminate between the two? 

Mr. White. I do not mean that. 

Mr. Fowler. You mean in making or establishing a system ? 

Mr. White. Yes, sir. 

Mr. Fowler. The same feeling that anyone might have naturally 
as to a flexible currency and a so-called secure currency? 

Mr. White. I attempted to explain in the beginning that there 
might be a currency issued which would be entirely flexible and yet 
secure, 

Mr. Fowler. The currency might be perfectly flexible under a 
credit system and be just as safe as thougn it were issued with gold 
back of it? 

Mr. White. Yes, sir. I think they have such a currency in Eng- 
land to-day; also in France, Germany, and Canada. 

Mr. LovERiNO. Do you think the currency issued under this bill 
would be any other kind of currency than just such a sound, flexible 
currency as far as it goes, with the exception of the criticisms you 
pointed out? 

Mr. White. I am not sure that it would be. I have alwa^'^s been in 
favor at the outset of establishing a bank-credit cuiTency with a Gov- 
ernment guaranty. I published a book on the subject of banking 
and currency in which I made that suggestion (on page 442). I am 
of the opinion that in the course of a few years the system would 
become so thoroughly established that the Government guaranty 
might be safely witharawn, but I think, as an initial step, that it 
would be best for the Government to guarantee the currency and make 
itself secure by means of the bank's assets and a common guaranty 
fund, as this bill provides. 

Mr. Calderhead. Is the security sufficiently provided for in this 
bill? 

Mr. White. I am inclined to think that it would be. I would not 
like to say positively, but I am inclined to think so. 

Mr. Driggs. I would like to ask Mr. W^hite a question that does 
not seem to be at all satisfactory in the minds of tne bankers of my 
city — Brooklyn, N. Y. I have talked with nearly all the bankers in 
relation to this bill. It is this: Is there any necessity for such legis- 
lation as this, and, secondly, is there any immediate necessity for such 
legislation as this? That is the first question that every banker in 
Brooklyn has asked me. What is the necessity for this legislation, 
and, in the second place, what is the immediate necessity. They say 
that they have the gold standard established. I submitted at the same 
tii^-* the Overstreet bill, which practically puts every kind of money 
in the United States on the gold standard. I would like to know 
what is, first, the necessity for this legislation, and, secondly, what is 
the immediate necessity. 

Mr. White. I do not think there is any immediate necessity. I 
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think that it is a part of a great scheme of amelioration which will 
come fi^radually and which ought not to come suddenly. I do not 
think Siere is any immediate necessity. 

Mr. Drioos. Do you not consider it wiser to allow the people to 
thoroughly understand the gold-standard act prior to the enactment of 
such legislation as this? 

Mr. White. I do. 

Mr. Capron. I would like to ask Mr. White if within the last 
twelve months there has not been a time when the currency stringency 
in our large centers was such as to suggest to the people that we 
needed a possible expansion of our currency system m tnis country; 
I would like to know if that has not been potently suggested within 
the last twelve months and is it not likely to recur? 

Mr. White. Not in the large cities, I think. 

Mr. Capron. I had a notion that a year ago last fall that we were, 
so to speak, '' up against" a situation where there was a lack of cur- 
rency m New York; that there was quite a decided and evident lack 
of currency. It was so reported and understood. 

Mr. White. I do not recall it; it may have been so. 

Mr. Capron. I thought that clearing-house certificates were put out 
and that the Secretary of the Treasury had to go to the relief of the 
situation in New YorK. 

Mr. White. That was because the Government had withdrawn so 
much money from circulation into the Treasury. And the Secretary 
relieved the stringency by redepositing it in the banks. 

Mr. Capron. Exactly, but we can not always depend upon the 
Secretary of the Treasury. We want some other natural relief than 
to depend upon the Secretary of the Treasury coming to our relief 
under such conditions, which have been considered illegal or extra 
leral. 

Air. White. I doubt whether the right to issue bank notes would 
have relieved that kind of a stringency; perhaps it would. 

Mr. Capron. It certainly was a currency stringency, if I remember, 
or at least it was so understood. 

Mr. Fowler. Was not the call for this currency largely from the 
West pressing on the New York banks, and the New xork banks 
unable to respond to it? 

Mr. Drioos. Was it not also due to the extraordinary prosperity of 
the country that so much money had been put into the Treasury for 
duties of various kinds; was not that also, one of the reasons of the 
scarcity of currency ? 

Mr. Fowler. The call for the currency came from the West, and 
the New York banks were unable to meet the call, and in that condi- 
tion they found themselves practically in a panic, and at the last 
moment, as it were, Mr. Gage deposited certain sums of money in the 
banks. I would like to know whether or not the want of currency 
that expressed itself at different parts of the country was not due to 
the fact that there was a large sum of our funds in one way or another 
put into the Treasury ? 

Mr. White. I should think it very probable. 

Mr. Fowler. Will you kindly discuss that as it has been presented? 

Mr. Lewis. I think Mr. White will probably remember the time, a 
little more than a year ago, and I think the stringency was largely due 
to the fact that tnese industrial enterprises in this country , like the 
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bicycle enterprise and similar organizations, were forming, and I 
think that was the real cause of tne scarcity of money in the New 
York banks. I think the Treasury had but little more money than 
to-day. 

Mr. Fowler. Mr. White, if you will kindly turn your attention 
and discuss the situation in the fall of 1899 and the stringency in New 
York Cit3% we would all like to have you do so. 

Mr. White. I should not like to give any decided opinion on that 
subject without making an examination into the conditions which then 
existed. As I remember, the Treasury had accumulated a large sur- 
plus and a stringency existed in the New York money market, which 
was relieved by the Secretary taking out some of this surplus and 

i)utting it back into the banks. Now, that kind of a condition is not 
ikely to be relieved, in my opinion, by an issue of bank notes. At 
all events, that is not the most appropriate waj of relieving it. The 
appropriate way is not to take more money into the Treasury than is 
required for cun*ent disbursements. 

Mr. Calderhead. It did not appear to us in the West that it was 
the amount of money that was locked up in the Treasury that was dis- 
tressing us. All over our country prices were advancing and oppor- 
tunities for business were opening and we wanted money, and when 
we began to make the demand on the East there was no way of increas- 
ing the circulation by bank issues. 

Mr. Fowler. It was the crop moving period ? 

Mr. Calderhead. Yes, sir; and it was the extension of lines of 
industry and railroads. It was everything that was opening up at 
advanced prices, and every man who had a little capital and a little 
energy wanted more money. In every city of 4,000 inhabitants in my 
district they wanted a United States depository, and they were willing- 
to buy the bonds at a premium and secure the money for the use of 
the cattle trade in that country. 

Mr. White. Everybody knows there are periods when the demand 
for currency is greater than at other periods. 

Mr. Calderhead. It was not the quantit}^ of money locked up in 
the Treasury, it was the lack of money. 

Mr. Fowler. You are from Kansas, and that was the condition in 
that State? 

Mr. Calderhead. Yes, sir; I am just speaking of the conditions 

tiii-^i*e 

Mr. Fowler. That was in 1899? 

Mr. Calderhead. Yes, sir. 

Mr. Fowler. And it is j'our opinion that the stringency grew out 
of an extraordinarv demand for tne tools with which to do this busi- 
ness and was not due to the amount of money that was collected in the 
Treasury ? 

Mr. Calderhead. Yes, sir; that is it exactly. 

Mr. Fowler. Might not that be a condition every fall in the United 
States, or in every active period when we have nothing but bond-secured 
currency, the amount of which is determined bv the price of bonds, 
Mr. Whit^? 

Mr. White. It might. It might be relieved, however, by an im- 
portation of gold. 

Mr. LovERiNG. That is the only method to-day? 
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Mr. White. Yes, sir; the only speedy and automatic method. 

Mr. Hill. Going back to the i4th of March, 1900, the date of the 
passage of the so-called financial law, since that time there has been 
an increase in the bank circulation of from $90,000,000 to $100,000,000. 
How do vou account for that? 

Mr. White. That has been caused by an increased demand for the 
currency. 

Mr. fliLL. Was it any stringency produced by the national banks? 
They had full capital and everything permitting them to issue the 
currency. 

Mr. White. Perhaps they could not get the bonds. 

Mr. Hill. A great many banks had bonds and did not issue any 
bills at all. There was a large margin within the limit of bonds they 
held and the currency issued. New York City issued only about 
$14,000,000 of currency against $60,000,000 of capital. 

Mr. Fowler. Were there not just as many bonds in existence at that 
time as now? 

Mr. White. There were as many, but perhaps they were not equally 
accessible. 

Mr. Fowler. At the prices, they were. You could get them in the 
market every day. 

Mr. White. Not in great quantities. 

Mr. Fowler. Yes; if you would pay for them. 

Mr. Hill. Why did they take the new bonds and issue the bills? 

Mr. White. Because there was a demand for currency. You asked 
why they did not do it before. I frankly answer that I do not know. 

Mr. lliLL. Was there not a 'greater demand during the preyious 
fall than last summer? 

Mr. White. I should say so. 

Mr. Hill. It was not because they needed the currency in the sum- 
mer. Was not this true: That the reason they did it was because they 
could issue that currency cheaper and thus, in that way, could meet 
the demand for money, that the national banks changed their policy 
of not issuing currency, as it had gradually run down for several 
years, and that now within nine months, under the lower rate, it has 
gone up to $90,000,000 or $100,000,000? 

Mr. Fowler. Was it not due entirely to the price of bonds? 

Mr. White. I am not sure. 

Mr. Fowler. And the conditions imposed by the act of March 14, 
1900? 

Mr. White. The act of March 14, 1900, allowed them to issue 10 
per cent more on the same amount of security. 

Mr. Fowler.' And the tax was only one-half as much? 

Mr. White. Yes, sir. 

Mr. Hill. Was it not a fact that they could issue more currency 
against the same bonds with a tax cut in two that made it more eco- 
nomical to issue the currency, and that therefore they availed them- 
selves of that advantage and met the needs of the country during the 
last nine months? 

Mr. White. Yes, sir; 1 had forgotten, for the moment, that part of 
the law of March 14, 1900. 

Mr. Hill. And would it not natuiuUy follow if the bond was taken 
away and there was no tax, and the issuing of notes, under proper 

B 6 
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restrictions of safety, was as free as the issuing of checks, that they 
would respond still more promptly to the requirements of the country? 

Mr. White. Yes, sir. 

Mr. Hill. Would it not be advantageous to the individual, as well 
as every producer and everv consumer, that the issue of currency 
should be made absolutely free, within proper provisions of safety, 
and that it be reduced to the lowest point of economy? Does not 
economy always imply necessity ? 

Mr. White. It does not always imply necessitv. I agree that it 
would be economical and desirable. I do not think it would be abso- 
lutely necessary. 

Mr. Fowler. Now I want to ask one question of Mr. White, based 
upon your statement in regard to the observations of the Brooklyn 
bankers. You said that they say that there is no necessity, and par- 
ticularly no immediate necessity. Now I want to ask, if there is no 
necessity, and particularly no immediate necessity, for such a bill in 
this month of Febi*uary and March, might there not be a most pressing 
necessitv for this thing next fall? 

Mr. White. There might be. 

Mr. Hill. I call your attention to the fact that the Treasury statis- 
tics show $187,000,000 more monej' in circulation five days ago this 
year than five days ago this time fast year; that, of course, includes 
extra national-bank circulation. 

Mr. Fowler. Mr. Driggs, would you like to ask any further 
questions? 

Mr. Driggs. I think I am satisfied along that line; that is all I 
wanted to ask. 

Mr. Fowler. This fact, I think, becomes pertinent here, that a 
year ago the first of this month there were $2,000,000,000 in circula- 
tion; on the first day of February this year there are $2,190,000,000. 
Now do you think that the conditions of business in the United States 
this year actually require $190,000,000 more money to do the work 
than it did a year ago? 

Mr. White. Yes; for otherwise it would not have been there. 

Mr. Fowler. If what you say is true, it would not have been there; 
why would it not have been there in the fall of 1899? The same 
amount of bonds were in existence, the demand was here, and yet the 
circulation was not forthcoming. 

Mr. White. I do not think 1 can give a precise answer to your 
question. 

Mr. Driggs. I want to ask right in that connection, if the circulating 
medium has increased $190,000,000 in the last year, does that not prove 
that the laws existing to-day are sufficiently flexible to allow of the 
increase of that circulating medium in response to the demands of 
trade and business? 

Mr. White. It certainly shows that an increase of $190,000,000 was 
available. Whether that is enough or not I do not know. I suppose 
that the increase consists largely of gold, or partly of gold. 

Mr. Fowler. I want to ask, Mr. White, do j^ou remember what 
the bank-note circulation was in 1880? Was it not approximately 
$325,000,000? 

Mr. White. I think it was. 

Mr. Fowler. How much was it on the 1st day of January, 1892, 
approximately ? 
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Mr. White. I think it had shrunk about one-half. 

Mr. Fowler. Was it not down to $125,000,000? 

Mr. White. Very probably. 

Mr. Fowler. Then it had shrunk $200,000,000. Will you explain 
why it had shrunk? 

Mr. White. I suppose that the price of the bonds in the market 
became so attractive tnat the banks sold them in order to realize on 
the premium. To sell the bonds they had to retire their circulation. 

Mr. Fowler. In other words, the circulation from 1880 to 1890 in 
round numbers had shrunk $200,000,000 because it was unprofitable 
to keep it out on account of the price of the bonds ? 

Mr. White. Yes. 

Mr. Fowler. Very well; is not it tnie, practically, that aU the cir- 
culation which has gone out since the 14th of March, 1900, has gone 
out because the price of bonds makes it profitable? 

Mr. White. I am inclined to think so. 

Mr. Fowler. Very well. Then the circulation of a secured cur- 
rency, or one based on Government bonds, is put out, not because the 
trade of the country calls for it, but because the price of the bonds 
makes it profitable or unprofitable? 

Mr. White. It might be for both reasons. 

Mr. Fowler. More of which one than of the other? 

Mr. White. I do not know. 

Mr. Fowler. If it was not a question of the bonds, how is it that 
this circulation did not go out during the summer of 1899, when there 
was a panic all over the United States, and yet there were as many 
bonds in existence as there are now ? 

Mr. White. I can not answer that question offhand. It might have 
been because time is required to take out circulation, and the pressure 
for money might be over before the bank notes could be procured. 

Mr. Driggs. Do you not think the nonenactment of the gold- 
standard law had something to do with it? You remember the gold- 
standard law was not enacted until March 14, 1900. Might not that 
have had a bearing on the situation in 1899? 

Mr. Fowler. The shrinking of the national -bank notes from 1880 
to 1890 in round numbers of about $200,000,000 proves conclusivelv 
that they were taken from circulation because the bonds were unprof- 
itable, and the increase of $90,000,000, approximately, from March 
14, 1900, down to the present time is clearly the result of the price of 
the bonds again, because of this fact, that during the year from the 
14th of March, 1899, to the 14th of March, 1900, when the act was 
passed, there was a panic call for money and yet, while there were just 
as many bonds in existence in the United States to-day and has been 
since, no circulation was taken out at all to speak of. 

Mr. White. In answer to Mr. Driggs's question I do not think that 
the passage of the gold-standard law nad any effect upon the volume 
of tne currency at any particular time. I do think it created confi- 
dence in the business community; and confidence tends to enlarge 
business and call for more money. 

Mr. LovERiNG. Was not the permission given to issue up to a full 
value and the other inducement of a reduction of the tax, was not that 
a sufficient inducement? 

Mr. White. Yes, certainly; but what I had in mind was the estab- 
lishment of the gold standard itself. 

Mr. Drigqs. 1 do not think so either (that the establishment of the 
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irold standard itself had anything to do with the volume of the circu- 
ating medium), but do you not think that the fact that there was no 
gold standard in the fall of 1899 when this vast amount of money was 
m the Treasury might have had something to do with the panic condi- 
tions of the money market at that time i 

Mr. Fowler. There was no more money approximately in the 
Treasury at that time than the year before; ♦^25,000,000 was a matter 
of no consequence. 

Mr. White. I do not think the gold standard had anything to do 
with it. 

Mr. Calderiiead. Was it not a stringency of currency which kept 
down the volume of business; the people wanted an opportunity to ao 
business but they had not the means with which to do it? 

Mr. Fowler. It was a currency panic, not a credit panic. 

Mr. White. The gold-standarcl act was passed in 1873 and the act 
of March, 1900, only reaffirmed it. 

Mr. Driogs. Of course it reaffirmed it in a way that satisfied the 
people, 

Mr. Calderhead. Do you think this bill sufficiently secures the 
currency it provides for? 

Mr. White. I said in the beginning I thought the Government 
ought to guarantee anything that it allowed to be issued as money. 

Mr. Calderhead. Is not the guamntee which is provided in the bill 
sufficient, according to experience, for this protection of the currency? 

Mr. White. We have had no such experience yet. It might be 
sufficient, and yet it might not remove all doubts in the public mind. 

Mr. Calderhead. But that is one of the things we want to know 
here; that is an important question. 

Mr. White. I can not affiiin that this will absolutely secure the cur- 
rency proposed to be issued. I think it probably would, but I do not 
think it would remove all doubt in the public mind, which is also a 
matter of importance. 

Mr. Calderhead. What would you add to the bill, then, for this 
purpose? 

Mr. White. The Government's guarantee. 

Mr. Hill. What country has a government guarantee for bank- 
note issues? 

Mr. White. This country has. 

Mr. Hill. I meant outside of this country; of course I understood 
that. 

Mr. Calderhead. The other question is, what difference is there 
between the Government being the banker and the people being the 
banker? The very thing we are trying to escape is the condition of 
having the United States Treasury a bank for the business of this 
country; we are trying to relieve it of that burden, and have an inde- 
pendent treasury, and let the people furnish their own money for 
their own business. 

Mr. Brosius. Do you think it puts the Government in the banking 
business to guamntee the circulation ? 

Mr. Calderhead. It substantially does. 

Mr. Brosius. When you go on a man's note who is in the mercan- 
tile business, does that make you a merchant? 

Mr. Calderhead. Not by any means, but you make a banker of 
him to that extent. 

Mr. Brosius. Mr. Fowler has alluded to the fact that between 1880 
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and 1890 there was a large falling off in the amount of bank-note 
currency. Was that not in part due to the large amount of Govern- 
ment money that came into the channels of circulation during that 
period and necessarily crowded out the bank note ? The large amount 
of silver we were loading up vrith before that time, would not that 
have a tendency to crowd out the bank notes? 

Mr. White. I do not see how it should. 

Mr. Brosius. You do not see how one form of money filling up the 
channels of circulation would crowd out some other form? 

Mr. White. These silver certificates were not legal tender. 

Mr. Brosius. Neither were the bank notes. 

Mr. White. How could one crowd out the other? 

Mr. Brosius. I do not know that I am able to say now; the modus 
operandi I would not like to explain on the first blush. 

Mr. White. Why should not the bank notes crowd out the silver? 

Mr. Brosius. Because the silver and silver paper was Government 
money, and that might have something to do with it; in fact, I always 
believed the falling off of bank-note currencv during those years was 
due to two things. In the first place, the filling of the channels of 
circulation with other money prevented the banks from keeping out 
their bank notes all the time, and under our system bank notes were so 
expensive we can not afford to keep them idle in the banks, and unless 
they can keep them out a fair share of the time they declined to put 
them out at all; they declined to take out circulation. 

Mr. White. You are right as to that. 

Mr. Brosius. That seems to be a plain proposition, and between the 
two things of course the result was that the bank-note circulation fell 
off. Now, Mr. Driggs mentioned a point which 1 think requires a 
word. He suggestea that the fact that under the present law there 
has been a large increase of almost a hundred millions in a year in our 
bank-note circulation is an evidence that under the operation of the 
existing law there is enough flexibility, enough capability for putting 
out money without any additional legislation. He omitted, probably 
it escaped his mind, to state that this large amount of money that had 
been issued during that year was due to the increased facilities afforded 
by that legislation, which facilities have practically been exhausted 
now, and that increase can not continue 

Mr. Hill. Why not? 

Mr. Brosius. Well, that is so obvious that I do not know that it is 
necessary for me to answer the question. Nearly all the 2 per cent 
bonds are in the hands of the bankers now, and some $300,000,000 are 
behind the currency. We have only a limited number out, and it does 
not pay the banks to take out circulation on those other bonds, so there 
is necessarily a limit to the amount of issues that can be made on the 
2 per cent bonds. If all our bonds were 2 per cent bonds and selling 
at par, the banks could take them out, and they would buy the bonds 
and issue all the circulation the people need. Do you not think so? 

Mr. White. Two per cent bonds? 

Mr. Brosius. Two per cent bonds selling at par. The banks had 
to pay such a premium on the bonds before that it did not pay them 
to take out circulation. It would pay them to take out circulation on 
any one of our bonds now if they could keep that circulation out all 
the time, but they can not keep it out all the time. There is hardly 
any bank which can keep out circulation all the time and unless they 
can keep it out enough of the time to make it pay, they are better on 
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not to take it out at all, but the more inexpensive the bank circulation 
is the banks will take it out because they can aiford it and just in pro- 
portion to its inexpensiveness can the^ afford to keep it idle in the 
Danks, and that makes an elastic circulation. On that point, you spoke 
about a flexible or elastic currency bein^ a currency tnat expands and 
contracts to meet the needs of a community. What do you understand 
to be a contraction of the currency? I mean what becomes of that 
part which makes up the contraction of the currency. 

Mr. White. The return of the currency into the vaults of the bank. 

Mr. Brosius. It is not destroyed? 

Mr. White. No. 

Mr. Brosius. It is simply kept idle until needed ? 

Mr. White. Yes. 

Mr. Brosius. And an inexpensive currency enables them to keep it 
idle until it is needed without suffering a loss i 

Mr. White. Yes. 

Mr. Brosius. They can not keep our present currency idle for much 
time without a loss. Any currency issued secui-ed by bonds com- 
manding such a mte of interest as to bring it at par so that it would 
pay them to take out currency, such a cun-ency could be just as elastic 
as any other kind 'i 

Mr. White. Yes. 

Mr. Brosius. I infer from what you have said that you think it is 
the function of a government that authorizes representative paper 
money to be issued for the use of the people to guai*antee that money. 

Mr. White. I think it is the duty of the Government to see to it 
that anything it allows to circulate as money is absolutely *good. 

Mr. Brosius. And the best way to do that to the satisfaction of the 
people is for the Government to put itself behind it in the shape of a 
guarantv such as the people will understand? 

Mr. Oalderhkad. Is tnat right? 

Mr. White. In France the Government does not guarantee the 
currency. 

Mr. Fowler. Does it anywhere in the world? 

Mr. White. Only in this country. 

Mr. Brosius. Mj^ point is, you have repeatedly stated — and I was 
pleased to hear you state it in that wa3% because for years — since I first 
studied your book (I think I got the idea from you) — it has been a pet 
idea with me — that a government authorizing the issuing of paper 
money which the people are under moml compulsion to take in their 
business — it is the duty of that government to guarantee that money? 

Mr. White. I think so. 

Mr. Brosius. So if there is any loss, or risk of loss, practical or 
theoretical, whatever it is, it is better for it to be carried by the whole 
people than for the note holders to carrj' it? 

Mr. White. I think so. 

Mr. .Calderhead. What difference is there between that and the 
greenback theory of money ? 

Mr. Brosius. Are you putting that question to me or to Mr. White? 

Mr. Calderhead. Either one. 

Mr. Brosius. I say there is a great deal of difference. 

Mr. Fowler. Let Mr. White answer first. 

Mr. Calderhead. I have had some contests over that question 
myself, and have had to live with it. 

Mr. White. The greenback is a Government debt 
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Mr. Calderhead. I said the greenback theory of money, not the 
greenback. I know what a greenback is. 

Mr, White. I was going to say the greenback is a Government 
debt; the bank note is a credit instrmnent, the existence of which 
shows that goods have been put in circulation, and that an exchange 
is going on m the community between different persons and different 
kinds of property, the bank being the medium through which these 
exchanges take place, partly by means of checks and partly by means 
of notes. That is the onlv wav I can answer your question. 

Mr. Calderhead. If the (Government guarantees that note, what 
difference is there between the Government issuing that and the 
greenback i 

Mr. White. In the first place, the Government does not owe the 
bank note which is issued. 

Mr. Calderhead. But it ^arantees it, and if the bank runs in debt 
the Government has to pay it? 

Mr. White. The Government will act as an agent and must secure 
itself in some way with the property of the bank. 

Mr. Calderhead. That brings us around to another question, and 
that is in reference to the contraction of the currency. There are two 
ways of contracting. One is by withdrawing and destroying it by lock- 
ing it up, and the other is a relative condition of contraction. When 
we arriv^e at the limit, as we do now, of the amount of bonds which can 
be used as a basis of circulation, and the business of the country demands 
more money, and there is no provision made for a satisfactory circula- 
ti<yn, we have all the effect of a contraction, and there is a call from 
every corner of the country for circulation, but the experience is that 
men will not buy more bon&s and use them as a basis of circulation than 
what they are doing now, and we want more money, and we just have 
all the enect upon business of a contraction of the currency without any 
of it being: destroyed. 

Mr. F0WT.ER. Take the developments of five years. 

Mr. Calderhead. The developments of three years show it. 

Mr. Fowler. Suppose we get this enormous increase for three years 
more, where would it come from if they will not buy bonds and put 
them out? 

Mr. Calderhead. Within two years of this time we will be suffer- 
ing from the effect of such a contraction of the currency, and it will be 
felt all over the country. Does this provide for it? 

Mr. White. .You must remember that the gold of the world can be 
drawn upon, and that we are producing 70,000,000 a year in this coun- 
try, and 20,000,000 more in Canada, most of which finds its way hither. 

Mr. Calderhead. The gold stock of the world is not authorized 
as a basis of circulation, and^ 

Mr. White. You can obtain gold certificates by depositing gold in 
the Treasury. 

Mr. Calderhead. That is merely ^old; gold will circulate. 

Mr. Fowler. You are lending capital instead of credit. 

Mr. White. Yes. 

Mr. Fowler. Is that good economy for a bank? 

Mr. White. Perhaps not. 1 say that can be done to relieve a 
stringency. That is always a resource. 

Mr. Calderhead. There is a limit of 60,000,000, say, per annum, 
while the expansion in business demands has been 190,000,000 in a very 
short time. 
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Mr. Lewis. One hundred and ninety millions increase each year 
would bring a panic to the country. 

Mr. Calderhead. Increase in business will demand that much 
increase next year if the same conditions continue that have existed 
since this time last year. There is the entire West from the Missis* 
sippi River to the Pacific Ocean practically to be developed; there is 
the canal to build; the Southern Pacific Railroad to complete. Addi- 
tional railroads between Denver and the Pacific coast, the development 
of the stock of the country, of the mines of the country — all that is 
just standine* awaiting for some opportunity to do business, and all of 
it finds itself contracted just because when it calls for money from 
here it is 10 per cent interest to them while it is 3 or 4 per cent on the 
street here. 

Mr. White. There is no great mystery about this currencv ques- 
tion. You have existing in Canada now a credit currency that has 
been going on for a great many years. It is abnolutely safe and 
expands and contracts according to the needs of business. 

Mr. Lovering. But the Government does not stand behind it? 

Mr. White. No; it has been built up from small beginnings by the 
eroerience of two generations. 

jylr. Lovering. Have we not to start and build up some such system 
here? 

Mr. White. Yes; I think so. 

Mr. Lovering. This bill aims at that; it is the first step in that 
direction ? 

Mr. White. Yes, sir. • 

Mr. Brosius. Is it not a great deal easier to build up and apply 
such a system in a country wnere they only have from 38 to 40 grei^ 
big banks with large capital, with branches, than to build it up in a 
country with 15,000 banks and each bank resting on its own bottom ? 

Mr. White. Yes. The only way I can see (as I have said several 
times), is to begin tentatively by having the Government guarantee this 
currency and secure itself wnth the assets of the banks. I think that 
is necessary in order to get the system started, because our habits and 
modes of thought are different from those of Canada. It is a matter 
of detail which I think can be worked out satisfactorily. 

Mr. Fowler. Let me ask a question right on that point. Mr. Brosius 
says we are a countrj^ of 15,000 banks. How long would this country 
have 15,000 banks if you authorize the establishment of branches in 
this countrv ? 

Mr. White. That is a difficult question to answer. 

Mr. Fowler. Do you not think there would be an amalgamation 
immediately of banks and it would go on until virtually there was the 
same unification of banks that there is in all other lines of commercial 
business ? 

Mr. White. I should think there would be a tendency that way^ 
but bear in mind that each of these countrv banks has its own presi- 
dent, cashier, trustees, tellers, etc., and if they become branches of a 
city bank their places would be in danger ana they would resist that 
kind of a change. 

Mr. Fowler. Of course thev are going to resist it, but should we 

go on forever paying dividends on 2,000,000,000 of bank capital in 

this country when dividends on 500,000,000 would carry on its com- 

'merce? Are we to pay this tribute on 1,500,000,000 of capital, taking 
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it out of the commerce of this country, taking it out of the hand of 
toil — should it remain as a bar upon our exports to foreign countries 
in competition with other nations forever? 
Mr. W HiTE. If you ask me whether I am in favor of branch banks, 

1 say I am. I am not in favor of any compulsory process 

Mr. FowLEB. It would not be compulsory. 

Mr. White. But I am in favor of allowing 

Mr. Lovebing. Is it your impression that branch banks would drive 
out the local banks? 

Mr. White. No. The Bank of England has branches, but it has 
not driven out local banks. The local banks in London flourish along- 
side the Bank' of England, and in the i^gregate do more business than 
the bank. 

Mr. Bbosius. It does not have many country banks to drive out? 

Mr. White. No. But those that previously existed it has not 
driven out. 

Mr. Hill. They have a lot of local banks not banks of issue — 6(V 
in London alone. 

Mr. Bbosius. I had in mind banks of issue. 

Mr. FowLEB. Is there a country anywhere in the world that does 
not have branch banks except the United States? I mean any leading 
countrv. 

Mr. "White. I do not think of any. 

Mr. FowLEB. Can there ever be a mobilization of the loanable capi- 
tal of a country without branch banks? 

Mr. White. Yes; but not so effective as by branches. Mobiliza- 
tion of capital takes plac« now by country banks sending their bills 
receivable to be rediscounted in New York. 

Mr. Fowleb. Do you regard the loanable capital of a country as 
being mobilizable when it commands 12 per cent in one section of the 
country and 3 per cent in another? 

Mr. \Vhite. It is mobilizable more or less. 

Mr. Fowleb. But rather less than more? 

Mr. W^hite. Yes. I think the mobilization would take effect more 
decisively under a branch-bank system than under the present system. 

Mr. Fowleb. Would not mobilization be complete and perfect and 
the rate of interest be equalized plus the cost of transportation of the 
notes, or the metal if necessaiy, throughout the entire country ? 

Mr. White. On the same kind of security, it would. 

Mr. Fowleb. Do not the eleven banks of Scotland, with their 
thousand branches, loan their money in every nook and corner of 
Scotland at exactly the same rate of interest? 

Mr. White. I oelieve they do. 

Mr. Fowleb. Is it not a fact that for three years in every nook and 
corner of France there was not a variation of one-eighth of 1 per cent 
in the rate of interest throughout France, and that i*ate was as low as 

2 per cent? 

Mr. White. I think it has been uniform, but whether it has been 
as low as 2 per cent I do not know. 

Mr. Fowleb. That is a fact. Is there any country in the world, any 
commercial country, where the rates of interest vary more than 1 to 
li per cent, which is due to the cost of transportation ? 

Mr. W^HiTE. I can not answer that question, I do not know. 

Mr. Fowleb. Is it not true even in Canada, which lies to the north 
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of US, over a country which is undeveloped, which is as varied in busi- 
ness and resources as our own, that the rate of interest from Quebec 
to Vancouver City is the same, with the additional charge of th^ cost 
of transportation on their notes or metal, as the case may be? 

Mr. White. Substantiallv so, I think. 

Mr. FowLEE. That is a fact. Is it not true that in Australia, a new 
country, the rate of interest is the same in every part of Australia, 
with t£ie exception of the charge of the cost of transportation on notes 
or metal, as the case may be? 

Mr. White. I do not know. 

Mr. FowLEB. Well, that is true. 

Mr. White. That a system of branch banks would tend to equalize 
rates of interest I have no doubt, 

Mr. FowLEB, Have you ever studied the question with a view of 
ascertaining whether or not it does not completel}' mobilize the loan- 
able capital, plus the cost of the transportation of the notes or metal, 
as the case may be? 

Mr. White. I can not say I have studied it sufficiently to give a 
decided answer, but as to tlie general tendency I have no Houbt what- 
ever. 

Mr. FowLEB. You said just before the hearing that in your judg- 
ment the bank notes, as now issued, should not be held as a reserve in 
other banks than the bank issuing them and especially not in the hank 
issuing them? 

Mr. White. I did. 

Mr. FowLEB. State why, in your judgment, bank notes should not 
beheld? 

Mr. White. Because the reserve should consist of money, which 
constitutes the final means of payment. 

Mr. FowLEB. In your judgment, every obligation in the United 
States being payable in legal tender on demand, would not every 
promise to pay be just as properly a reserve as the bank notes? 

Mr. White. Repeat that, please. 

Mr. FowLEB. Inasmuch as every obligation is payable upon demand 
of the holder in any legal tender from tne debtor, is not such a prom- 
ise to pay just as much and reasonably and properly legal tender in 
the hands of the bank as the bank note is? 

Mr. White. I should think the distinction between a private prom- 
ise to pay and a bank's promise to pay would consist in the fact the 
bank's promise would be more likely to be met promptly. 

Mr. FowLEB. It is only a question of probability, the other being 
payable in legal tender you can get gold the same as you can get 
gold from the bank notes and therefore there is just as much reason 
in saying that every promissory note can be held as legal tender as that 
a bank note can be held as legal tender? 

Mr. White. Yes. 

Mr. Caldebhead. The statute says what shall be legal tender. 

Mr. FowLEB. The national-bank note is redeemable and it is redeem- 
able in legal tender and every promise to pay upon demand is payable 
in legal tender, and therefore each being pavable in legal tender, each 
could with equal reason be made a reserve for banks. Mr. White, is it 
not true that all so-called "booms" that have resulted in destructive 
panics have been the result of long-time credit as against short-time 
credit, or more the result of long-time credit than short-time credit? 

Mr. White. Please state that question again. 
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Mr. FowiiEB. Is it not true that all so-called " booms" which have 
resulted in destruction of apparent values have been the result more 
of long-time credit than of snort-time credit? 

Mr. White. Oh, yes. 

Mr. Fowler. So that a bank-note currency that is currently re- 
deemed in ffold coin fcould not be a source of a **boom" any more than 
deposits and bank checks? 

Mr. White, No. 

Mr. Brosius. Mr. White, under our law the silver certificates are 
reserve money as well as gold certificates, t5learing-house certificates, 
etc.; they are all reserve money. Do you think of any reason for 
making the silver certificates reserve money that would not apply to 
the national-bank notes? In other words, why is not the national-lmnk 
note just as suitable for reserve money as silver certificates? 

Mr. White, Well, it is not final payment. 

Mr. BROsnJS. Neither is the silver certificate final payment. The 
national-bank notes are just as much final payment as the silver cer- 
tificate. 

Mr. White. The silver certificate represents coin. 

Mr. Brosius. It represents coin, but it only represents coin worth 
60 cents of its face and the national-bank note represents the green- 
back which is redeemable in gold. 

Mr. White. You have a Eiw on your statute book which says the 
Secretary of the Treasury shall keep the silver dollars at a par with 
the gold dollars. 

Mr. Brosius. Exactly, but it has to be redeemed. 

Mr. White. The silver certificate and the silver dollar are redeemed 
in an indirect way by being received for taxes and are thus kept at par 
with gold. The subject is infernally complicated, but the silver cer- 
tificate and the silver dollar are both final means of payment. 

Mr. Brosius. So are the national-bank notes received for taxes; the 
Government never refuses national-bank notes. 

Mr. White. Yes; but it is not payment in itself. 

Mr. Brosius. It is payment just as much as the silver certificate. 

Mr. "White. No; I do not think it is, because the silver certificate 
is immediately convertible into coin, and virtually into gold coin. 

Mr. Brosius. The national-bank notes are immediately convertible 
into greenbacks which is immediately convertible into gold <5oin. 

Mr. White. It may be and it may not be. 

Mr. Brosius. No ''maybe" about it; it is absolutely. Any man 
can take a bank note and get it redeemed with a greenback, and we 
know that any man can take a greenback and get it redeemed in ^old, 
because the law requires it. Now, I would like to know a single 
reason on earth why the national-bank notes of other banks, not of 
course the bank's own notes — I do not mean that, but the notes of 
other national banks — should not, for the convenience of the public 
and the convenience of the bank, be counted as reserve money just 
the same as silver certificates. 

Mr. White. Let me ask why a distinction should be made between 
its notes and other bank notes? 

Mr, Brosius. Its own notes? 

Mr. White. Yes. 

Mr. Brosius. I would not like the bank to use its own notes as a 
reserve. 
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Mr. Fowler. Why not, if they can convert them into greenbacks 
and then into gold? 

Mr. Brosius. I think there is a distinction that every man is sensible 
of, and I would not go that far. 

Mr. White. I would not go so far as you do. 

Mr. Brosius. There is not any argument of convenience between 
the public and banks that would require the bank to use its own notes 
as a part of the reserve, but there is an argument of convenience in 
favor of banks using the notes of other banl^, because a bank does not 
pay anything to get its own notes redeemed; but when it has the bank 
notes of another bank it has to send them and have them redeemed, 
and what is the use of placing on that bank the burden of being with- 
out the use of that money for that time and the expense of having it 
redeemed in order that they may get the money to hold as a reserve, 
and inasmuch as the bank note is just as good as any money in the 
world, why not let them keep that 'if 

Mr. Fowler. Is it not true that if a bank uses the national-bank 
notes as a reserve it would exclude just that much gold coin if they 
do not have the greenbacks, which they ou^ht not to have; therefore 
is it not the old law of the poorer money driving out the better? 

Mr. White. There is something in that; yes. Now, the raison 
cPHre of a reserve is something you can pay foreign debts with. You 
can not pay foreign debts with iMink notes; ^ou can pay foreign debts 
under our system with silver certificates, silver dollars, gold certifi- 
cates, and gold dollars, but you can not with national-bank notes. 

Mr. Brosius. Do you say you can pay foreign debts with silver 
certificates? 

Mr. White. I say you can get them into a kind of money that will 
pay foreign debts. 

Mr. Brosius. And so you can with the bank notes? 

Mr. White. So vou can with the bank's own notes. 

Mr. Fowler. And so with a personal note? 

Mr. White. Yes; and with wheat, cotton, and tobacco. 

Mr. Fowler. In private notes you say, ''I do not want that certifi- 
cate." '^ What do you want? " *' I want gold or greenbacks." That 
is equally true, is it not? 

Mr. White. Yes. 

Mr. Lovering. To return to this bill. One of the chief objections 
which you made to it is in the first and in the fouith sections. You 
said you would have the notes issued under this bill or any other asset 
currencv bill pmctically guaranteed by the Government ?* 

Mr. White. Yes, sir. 

Mr. Lovering. Now, I would like to call your attention to page 3, 
line 8, where it reads: 

And fbr this purpose the United States shall, on behalf of the bank-note guaranty 
fund, have a lien upon all assets of the association ratably with other creditors of the 
bank. 

Is not that almost tantamount to the United States guaranteeing it? 
Why should the United States have that unless it is for the purpose of 
a guaranty? 

Mr. White. In the first place it has no priority over the assets of 
the bank, and in the second place the assets of the bank may have 
disappeared entirely. 

Mr. Brosius. There may be no assets when you come to enforce 
the lien. 
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Mr. LovERiNG. That would imply the United States should have 
that power. If it has on that part it has on anything they can get 
hold of that belongs to the bank. Why should the United States have 
it? Why should the United States be given that power to collect its 
debts from the bank? 

Mr. White. I suppose the theory of the bill is that the United 
States is responsible tor the care of the bank-note guaranty fund. 

Mr. LovERTNG. For what reason ? 

Mr. White. In order to redeem the notes. 

Mr. LovERiNG. Is not that almost tantamount to expecting the Gov- 
ernment to guarantee the payment of those notes ? 

Mr. White. No; I do not think it is. 

Mr. Brosius. It is only a trustee handling the funds as far as they 
last, and if the funds are exhausted nothing is paid. 

Mr. LovERiNG. I will not say it provides in plain words that it 
would, but it makes it very strong. 

Mr, White. Well, I would make it stronger. 

Mr. LovERiNG. Exactly. Now, what language would you use there; 
what would you say to strengthen it? 

Mr. White. I would use the language that exists in the present 
national-bank act, that in case of the failure of any bank to pay its 
notes on demand the Treasurer of the United States shall pay them. 
That is in your existing law. It does not say he shall wait until he 
sells bonds "or other things happen, but he shall do so at once. 

Mr. LovERiNG. He does it at once under this bill. 

Mr. Brosius. Only to the extent of the funds? 

Mr. White. Only to the extent of the means in his hands belonging 
to the banks. 

Mr. Brosius. The Government is a trustee and not a guarantor. 
I looked at the existing law in reference to that very point, and it 
occurred to me as I was reading it over that the language in relation 
to redemption, if incorporated in this bill, would come m very nicely 
and make it what you suggest. 

Mr. White. Yes. 

Mr. Hill. Referring to this bill. The final working of this bill 
provides, as I read, that after six years the bank may have 60 per cent 
of currency secured by bonds and 40 per cent of currency based on 
assets under the provisions of the bill. Of course the first 60 per cent 
under the present conditions would be secured practically by $63,000 
market value of the United States bonds, at 105, say, for the *' twos." 
Would it not be for the interest of the country if that $63^000 could 
be put at work in commercial transactions rather than limiting it to 
«60,000? 

Mr. White. That it would be an advantage to the country? 

Mr. Hill. And an advantage to the bank, and all around, to every- 
body. Would it not be better all around if the $63,000 could be put 
at work and the bank could make its loans so much cheaper? 

Mr. White. Yes. 

Mr. Hill. Suppose these bonds were put on the market and sold 
and the bank loaned the capital, and the other $40,000 came right 
straight down to be the first issue, would not that $40,000 be just as safe 
as it IS now with the $60,000 secured currency having the right of way 
first? 

Mr. White. Secured by what? 

Mr. Hill. Under the provisions of the bill, the geneml assets of the 
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bank — just as safe as it would be under the provisions of this bill when 
issued secondary to the secured currency. 

Mr. White. If the assets were carefully managed it would be safer 
under the provisions of this bill by the 5 per cent guarantee fund 
deposited with the Government? 

Mr. Hiix. The assets would be swelled $3,000, applicable to the pay- 
ment of the $40,000 as it is now. It would not be scattered and thrown 
away because the bonds were turned into money. The bank would 
pay just the same. It would make no diiference whether it was here 
or somewhere else. It will be in the assets of the bank. 

Mr. White. Yes. 

Mr. Hill. The preliminary secured-note issue would be just as safe 
as it is now; why not? 

Mr. White. 1 do not know that I fully understand the question. 
You have been talking about $3,000 margin 

Mr. Hill. That $3,000 margin is applicable to the payment of the 
$4rO,000 secured by assets now? 

Mr. White. Yes. 

Mr. Hill. Because the $60,000 will take care of the $60,000. Sup- 
pose you eliminate the secured note and only allow the bank to issue 
asset notes to the amount of 40 per cent of the capital — that is, secured 
by the general assets held by the bank or under some guarantee held 
here; there would be no diflFerence in the question of safety? 

Mr. White. None. 

Mr. Hill. Not the slightest. Would it not be more economical ? 

Mr. White. Yes; as a question of economy, the safety being the 
same. 

Mr. Hill. In regard to this question of Government guarantee you 
say no country guarantees a bank-note issue except the United States. 
Do you believe the people of this country would be willing to agree to 
guarantee asset issues in this country as an exception to all other 
countries? 

Mr. White. Not to-day; but I think they are moving in that direc- 
tion. I think public opinion is trending that way.« 

Mr. Hill. Do you not think it would at once cause a demand from 
the people of the country that if the Government is to guarantee the 
note issues of banks the Government itself shall issue the money? 

Mr. White. It might have that immediate effect, but I t!hink they 
could be educated to more rational views, as they were in respect of 
silver money. 

Mr. Hill. As a question of pure economy do you not think it would 
be far better for the commercial instruments of the country to be 
issued by the banks rather than a continuing enlargement, which our 
Government guarantee would seem to imply, of the greenback sys- 
tem? 

Mr. White. I am decidedly opposed to an}^ increase of the green- 
back svstem. 

Mr. Hill. I supposed so from what I have read of your writings. 
Why would you not be in favor of the elimination of the present 
greenback system and the substitution for it of a credit note issue by 
banks, properly secured under Government supervision ? 

Mr. White. I am most decidedly in favor of that. 

Mr. Hill. That is what I supposed. Another question I would 
like to ask you, perhaps you hav^e not looked into it, I have not; how- 
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ever, I think 3'ou have, and therefore I ask it. Suppose that a credit 
note system was established now, would you anticipate any trouble in 
this country from there being put on the market, within such a rea- 
sonable time a8 it would take the banks to readjust themselves to it, of 
the $300,000,000 of bonds that are now held for bank-note circulation? 

Mr. White. No trouble whatever, 

Mr. Hill. Have you ever considered how far below the present 
price, for instance, the 2 per cent bonds would ^o, if the privilege 
which they now have of issuing bank note circulation for half of 1 per 
cent tax was not taken away, but bond security was not required. Do 
you think it would make any difference in the value of those bonds? 

Mr. White. They might go down to 97. 

Mr. Hill. What harm would be done? 

Mr. White. No hann at all. 

Mr. Hill. Did not the 2 per cent bonds in recent years go to 97? 

Mr. White. I think they went to 95 at one time. 

Mr. Hill. When they did the monetary conditions of the country 
were far different, and then our favorable balance of trade was not 
$600,000,000 a year. Would there be any damage done to the coun- 
try to have them go to 97? 

Mr. White. Not the slightest. 

Mr. Hill. How low have the English consols gone in the last ten 
years? 

Mr. White. I think they went to about 97. 

Mr. Hill. Ninetv-six. 

Mr. White. And they draw 2i per cent and 2} per cent interest^ 
while ours draw only 2 per cent. 

Mr. Hill. Then you do not consider that there would be any harm 
done to the country if the requirement that United States bonds shall 
be behind national-bank notes was taken away ? 

Mr. White. No. 

Mr. Hill. You think that bugbear could be entirely eliminated from 
the discussion of a credit currency system ? 

Mr. White. Yes. 

Mr. Hill. I do not suppose it is necessary to ask you upon the 
question of economy, that it would be far better for the country to 
have a credit currency system than to continue the greenbacks and 
have the Government continue issuing money ? 

Mr. White. Decidedly more economical. 

Mr. Hill. Do you think the Government has any facilities for issu- 
ing money enough to meet business requirements; is there anj relation 
whatever between a Government debt and mercantile necessities? 

Mr. White. None. 

Mr. Fowler. I would like to ask if vou do not believe the green- 
backs now out should be retired as quickly as possible ? 

Mr. White. I do. 

Mr. Fo\iT.ER. So long as they remain out they continue to seriously 
threaten the credit of the country? 

Mr. White. I think there is great danger. We need look back only 
five or six years to see it. 

Mr. LovEBiNG. I would like to ask one question rather political than 
otherwise. What are the people ready for in the way of an asset cur- 
rency to-day ? 

Mr. White. I do not think they are ready for anything now except 
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a bill providing means for maintaining the gold standard — either Mr. 
Hill's nill or some bill similar to it. 

Mr. LovERiNG. Thoy have grown up to that? 

Mr. White. And I do not think thev are ready now for anything 
else, but I think the public mind is tending that way — in the direction 
of vour bill. 

Mr. LovERiNG. Do you not think it is a good plan to have just such 
hearings as this, and do all we can to educate them? 

Mr. \Vhite. I do indeed. That is the reason why 1 am here. 

Mr. Lovering. And although we may not pass such a bill as this, 
would it not be desimble to report such a bill as this? 

Mr. White. I think so, decidedly, and I am very glad you are tak- 
ing these steps, and glad if I can contribute even the smallest assist- 
ance. 

Mr. Brosius. This is a theoretical question. Who do you think 
ought to be responsible for the maintenance of the gold standard in 
this country, the Government of the United States or the bankers of 
the countrv 'i 

Mr. White. 1 think the bankers ought to be. I do not think it is 
the business of anv government 

Mr. Brosius. Whether we have a gold standard or not? 

Mr. White. I did not say that ; I said it is not the business of 
Government to maintain the gold standard. 

Mr. Brosius. If it is the business of the Government, then is not 
the Government responsible for maintaining the gold standard? 
Ought it not to be? 

Mr. White. Only in the sense that it makes all debts payable in 
gold dollars of 25.8 gmins each. That is a mere regulation as between 
debtors and creditors. 

Mr. Brosius. I know; but suppose the Government has no connec- 
tion with the gold standard ana the banks for one reason or another 
should suspend specie payments, that is the end of the gold standard 
for the present, is it not? 

Mr. White. Yes. 

Mr. Brosius. Is it not better for the Government of the United 
States, which authorizes and provides for the gold standard, to be 
responsible for its maintenanc^e rather than the banks which are private 
corporations ? 

Mr. White. I must answer that question in the negative. 

AFTER liECESS. 

The subcommittee reassembled at 2.30 o'clock p. m., Hon. Charles 
N. Fowler presiding. 

MB. HOEACE WHITE EEAPPEAEED BEFOEE THE COMMITTEE. 

Mr. Fowler. Before we adjourned the chairman asked you whether 
the Government ought not to maintain a standard; that was the pith 
of his question; to which you responded you believed that the Govern- 
ment ought to have nothing to do with it, but that it should rest upon 
the banks. Now, I want to ask you whether a Government suspension 
is a more serious thing — the suspension of gold payments by the Gov- 
ernment is a more senous thing — than the suspension of gold payments 
by banks? 
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Mr. White. I think it is more so, for the reason that the Govern- 
ment can not be coerced, can not be fined, can not be compelled to do 
its duty, while the banks can be. 

Mr. Fowler. And is it not also a sufficient motive for a bank to 
resume specie payments to have them do so at once, so far as their own 
credit is concerned, in a community where they are doing business? 

Mr. White. Certainly, for the reason that the longer a bank remains 
under suspension the heavier its losses must be. 

JT* Mr. Fowler. Do you recall any illustrations of the length of time, 
of the length of suspensions on the part of governments, contradistin- 
guished from suspensions on the part of banks, in the history of the 
United States? 

Mr. White. Yes, sir; the Government of the United States sus- 
pended from 1862 to 1879. 

Mr. LovERiNG. Did not they suspend until 1862? 

Mr. White. A little earlier; the 28th of December, 1861, I think. 

Mr. LovERiNG. I thought it was December, 1861. 

Mr. White. I said it was 1862, because it was approximately 1862. 

Mr. Fowler. What is the fact 

Mr. White (interposing). I beg your pardon. I did not answer the 
ouestion fully. I think that the longest bank suspension was from 1814, 
auring the second war with England, to about 1820. 

Mr. Fowler. About? 

Mr. White. And that was not a universal suspension. The banks of 
New England generally did not suspend at that time. 

Mr. Fowler. That suspension you refer to was the United States 
Bank? 

Mr. White. No; I was referring to the suspension of the State 
banks, caused by the borrowings of the Government during the war of 
1812. 

Mr. Fowler. The suspension by banks? 

Mr. White. By banks; certainly. The Government was not main- 
taining specie payments at that time; the Government kept its own 
money in the banks, and of course when the banks suspended the 
Government could no longer pay specie. 

Mr. Fowler. Do you recoUect whether the New England banks sus- 
pended, when the Suffolk system was in force — suspended in 1837 and 
1857 — and if they did, how long did they suspend? 

Mr. LovERiNG. It was only a few months. 

Mr. White. My recollection is that they suspended for less than a 
year in 1837, and for a few months in 1857. 

Mr. LovERiNG. In 1857 ttiey suspended from September to the next 
Mav, I think it was. 

Mr. White. Something less than a year; yes. 

Mr. Fowler. Do you recall what the depreciation was in those 
respective periods below par? 

Mr. White. It varied in different parts of the country. I can pro- 
cure those iigurcs for you, but I do not recall them. 

Mr. Fowler. You will have this sent to you so you can write it up, 
and it will go into the record; it is very important to show what gov- 
ernment suspensions have been as compared with bank suspension. 
You will have this sent to you so you can work that out. 

The witness said subsequently that the Government's legal-tender 
notes went down to 40 cents per dollar for a short time and ranged 

B c 6 
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between par and that figure from 1862 till December, 1878. The 
premium in gold disappeared shortly l)efore the time fixed for 
specie resumption. There was every variety of discount on the notes 
of failed banks before the war, in diiferent places and at diiferent 
times, ranging from 1 per cent to 100 per cent. It would be an endless 
task to collect them. Notes of solvent banks were generally below 
par in New York before the war, except the few which had a redeem- 
mg agency there. Notes of New England banks were generally below 
par in Boston until the Suffolk system was established. 

In 1868 the national debt was about $3,000,000,000. Jn 1897 it was 
about $500,000,000, from which I infer that the Government will begin 
again soon to reduce its debt. In your judgment, should not some 
provision be made for a currency to take the place of what we now have 
secured by Government bonds ^ 

Mr. White. I think it is quite indispensable. 

Mr. Fowler. Ts it your opinion that such provision should be made 
immediately in a tentative waj' i 

Mr. White. It is. 

Mr. Fowler. Do you not think also that the changing conditions of 
business and crop moving during the year require that there should be 
some such amendment now accompanying our currency system? 

Mr. White. I think it would facilitate business verv much. 

Mr. LovERiNG. Mr. White, is there any reason to suppose that^ 
should business require more currency, that without any provision for 
it it can be had; in other words, have not all the avenues been closed^ 
have we not reached the end of our possibilities? 

Mr. W^hite. No; there is always the possibility 

Mr. LovERiNG. I mean our great possibilities. 

Mr. White (continuing). Oi using gold and gold certificates. Gold 
can be turned into gold certificates now at any time. 

Mr. LovERiNG. Yes; but we have reached the end of the advantage 
which was given by the permission to issue bank notes to the full value 
of bonds — the par value 'i 

Mr. White. I should be inclined to think so; ves. 

Mr. LovERiNG. We have reached the end, so far as any advantage 
comes out of refunding? 

Mr. W^HiTE. I am inclined to think so. 

Mr. LovERiNG. W^hat other source, excepting gold and gold certifi- 
cates, is there? 

Mr. White. None. 

Mr. Fowler. Mr. White, you say that we have gold as an additional 
resource. Do you think that the condition existing in this countr}'-, 
where the Government is offering to the world gold free of charge, we 
have any such facility for supplying ourselves, as bankers, from the 
gold supply of the world as we would have if the maintenance of the 
standard wtis thrown upon the banks? 

Mr. W^HiTE. I can not see that it makes any difference, so far as 
availing ourselves of the gold supply of the world is concerned, 
whether the standard is maintained by the Governmen*: or by the 
banks. 

Mr. Fowler. Has the Government the same power to attract gold 
to this country that the banks would have if they were compelled to 
maintain the standard ? 

Mr. White. When it is necessary for the purposes of business that 
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gold should come to this country the banks will bring it here, and the 
Government will have nothing to do with it except in the possible 
event of a public loan. 

Mr. Fowler. The Government can not charge a premium on gold 
coin, can it, becauxse it is not a money loaner^ If the banks were 
maintaining the standard and the draft was made upon their gold sup- 
plies, if it was a dangerous encroachment, they would at once raise the 
rate of interest in order to recruit themselves of the gold that they had 
lost, would they not? 

Mr. White. The rate of interest would rise automatically. It would 
rise in the banks and everywhere else. 

Mr. Fowler. Just the same as the Bank of England. If gold is 
leaving the country they raise the rate of interest to hold what they 
have, or even attract more, do they not? 

Mr. White. I should say the rate of interest rises of its own accord, 
and spontaneously, and the bank takes notice of it by putting up its 
rates. 

Mr. Fowler. The Government has not that power, has it? 

Mr. White. No power in the case at all. 

Mr. Fowler. Therefore, while the Government stands in the posi- 
tion of offering its gold free, it has no power whatever to raise the 
rates; no power to charge a premium, because that would be repudia- 
tion. The gold would leave the Government without a protest being 
made on the part of the Government, would it not? 

Mr. White. Yes, sir; but it would leave in the same way without a 
protest on the paiii of the banks. 

Mr. Fowler. But if the draft was made on New York banks and 
the Government was not in this at all, and the New York banks were 
compelled to redeem their notes in gold coin, and a draft was made on 
the New York banks for $100,000,000 and they could not spare more 
than $50,000,000, the banks would at once protect themselves by rais- 
ing the rate of interest from 2 to 6 per cent, and possibly 10 per cent. 

Mr. White. In the case that you mention they would suspend; they 
could not pay. 

Mr. Fowler. Well, this would be anticipatory; they would look for- 
ward anu see this draft was coming and hold what they had got, or, to 
bring gold from London or France or Germany or Holland, they 
would make the rates 2, 3, 5, or 7 per cent, and they would hold what 
they had that otherwise might be transported, or would attract metal 
from the other side because it would be worth more in New York than 
it would be in those markets. 

Mr. White. My idea would be that the rate of interest would rise. 
You seem to have the idea that it would be optional in that case with 
the banks to raise the rate of interest or not. I do not think it would 
be optional; the rate of interest would rise, and the banks would have 
to taKC notice of the fact. 

Mr. Fowler. How does it rise? It rises in the banks, does it not? 

Mr. White. It rises under the operation of the law of supply and 
demand, and it will be in the banks and in the insurance companies 
and among private capitalists. 

Mr. Fowler. But the man with his hand on the throttle is the fel- 
low that tells how much steam thev have on and how much to put on, 
and the bankers are the men who tave their hands on the throttle. 

Mr. White. Oh, yes; you can put it that way. 
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Mr. Fowler. Thev are the immediate factor, I mean. 

Mr. White. The}' are the recording instrument, I should say. 

Mr. Brosius. Is it a valid theory, Mr. White — the theory that is 
entertained by English financiers and European financiers — that the 
movement of gold is regulated by the rate ot discount ( 

Mr. White. Yes. 

Mr. Brosius. That is a valid theorv in countries where banks like 
the Bank of P^ngland and the Bank of Gennany and the Bank of France 
exist. Now, is that a correct theory, or is it a workable theory in a 
country like the United States, where there is a free banking system, 
and we have thousands of ]>anks; in other words, when the reserves 
of the Bank of England are being encroached upon, England can raise 
the rate of discount and may check the outflow of gold and may attract 
an inflow of gold by regulating discount rates; but what bank have we 
in the United States that could do that^ We have thousands of banks 
and they have their own rates. Is that theory workable under a 
monetary system like we have in the United States? 

Mr. White. I should say, in the first place, that the Bank of Eng- 
land records the mte of interest rather than raises it or lowers it. The 
Bank of England must charge and will charge for its loans what it can 
get. Its gold is flowing out, the rate of interest rises, and the Bank of 
England takes notice or it and marks up the rates, and when the gold 
conies back in excess the rate of interest falls automatically, and the 
bank takes notice of that fact and marks it down. If it did not do so it 
would lose business. The bill brokers would take their paper to other 
lenders to be discounted. 

Mr. Fowler. Would not the New York banks be as sensitive as the 
Bank of England i 

Mr. White. I think so. The New York banks fall under the same 
law. The vsame econon)ic law operates here as elsewhere. 

Mr. Bkosius. The same law operates, perhaps; but in a country 
where plurality of banks prevail, as here, does it operate to the same 
extent i 

Mr. White. I think it does. 

Mr. Bkosius. To the same extent? 

Mr. White. Yes, fully. Many persons are misled by reading 
frequently that the Bank of P^ngland nas raised or lowered the rate of 
discount, whereas it has merely recorded a rise or fall that had alread}^ 
taken place independently of the bank. 

Mr. Fowler. Eveiy morning in New York the banks are just as 
essential, although many in number, are as essential an impulse as the 
Bank of England, are they noti 

Mr. White. You go on the Stock Exchange and 3^ou will find a 
crowd lending money, and the rate is fixed there in obedience to the 
law of supph' and demand. 

Mr. Fowler. And that is the rate for the whole city, just as much 
as the rate of the Bank of England is for London. 

Mr. White. Yes; that is, for call loans. The rate for time loans 
on collaterals is fixed in the same way substantially, and the rate for 
commercial paper is indicated in the same way. It is all in obedience 
to the law ot suppl}" and demand. 

Mr. Fowler. Do you consider that our banking law, although we 
have 10,000 or 15,00O banks, is an}^ more a free banking system than 
they have got in Canada? 
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Mr. White. Free banking? 

Mr. Fowler. Yes. Mr. Brosius has used that term and I want to 
find out what he means by it, by asking you whether banking is any 
freer in the United States than it is up in Canada. That is, anybody 
can go into the banking business in Canada or down here that wants to 
organize a bank. 

Mr. White. Are not those large banks in Canada chartered banks? 

Mr. Fowler. You mean 

Mr. White. The 37 banks of issue. 

Mr. Fowler. By the Kingdom or the Dominion? 

Mr. White. By the Dominion. 

Mr. Fowler, the charters are granted under a general law. 

Mr. Brosius. They are charter^ by the legislature. 

Mr. Fowler. There is a general law, but the charter is granted by 
the legislature. 

Mr. LovERiNG. Do you mean in each case? 

Mr. Fowler. But they are just as certain to be granted there as 
they are here, although the preliminaries are a little more formal than 
they are here. There you must conform to statutory requirements. 
These are presented and the charter is granted. In this country the 
requirement is that any five people may organize a bank, and then cer- 
tain other requirements are attached to it. In both cases the banking 
is equally free, except that the conditions in one* case may be a little 
more onerous than in the other. 

Mr. White. But the Comptroller of the Currency is not required 
to issue a charter to any five people here. 

Mr. Fowler. No; I say it is not the absolute right of any man to 
organize a bank. 

Mr. White. No; or any five men. 

Mr. Fowler. So I can not see why being in Canada is not just as 
free as it is here, with this diflFerence — that the conditions there, to 
which you have to conform, may be a little different — it may take j'ou 
a little longer to get \'our charter; the conditions may be a little more 
onerous. To illustrate, they require that at least $250,000 shall be 
paid up on every subscription of $500,000 and over. That is only a 
difference in the conditions. The conditions being complied with, the 
banking there is as free as here. 

Mr. White. Then I should think there was no material difference. 

Mr. Brosius. Mr. Fowler's contention is that the banking is as 
free in Canada as it is here. He knows that no bank will be chartered 
in Canada with a capital of less than $500,000. 

Mr. White. Yes; that is true. 

Mr. Brosius. He knows that. 

Mr. Fowler. 1250,000 paid up. 

Mr. Brosius. Now, if he would sav to me that if he is permitted by 
law to travel on the highway only wnen he carries 100 pounds on his 
back and I am permitted to travel without anj'^thing on mv back — if he 
will say that his locomotion is as free as mine, then I will concede his 
contention, otherwise not. That is another way of putting it. It is 
entirely futile for anyone to say that banking in Canada is as free as 
here, when any five men with $25,000 can start a bank under ordinary 
circumstances, while there 

Mr. Fowler. Would banking be any the less free in the United 
States if our capital limitation was $100,000? 
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Mr. Brosius. Certainly it would not be as free, because freedom 
means freedom from restriction and impositions, and the more your 
restriction and the greater your impositions the less freedom in your 
system. 

Mr. Fowler. Very well. We had a banking system before the 
last act that provideu that a bank might organize with $50,000 capital. 
Every condition affecting that bank in its organization or creation 
attaches to-day to every bank that may or^nize with $25,000 capital. 
Because we have permitted people to organize with a capital of $25,000, 
is banking any freer in the united States to-day than it was before we 
lowered it to $25,000? 

Mr. White. The question is a definition of the word *'free." If you 
mean a legal definition, it is equally free in both; but if you place a 
wider meaning on the word '^iree," if you take requirements of large 
capital into consideration, then it is not so free in Canada as it is here. 
That is, as Mr. Brosius has said, if you require a subscription of 
$500,000 thei'c as a preliminary condition, and only $25,000 here, then 
in a broad sense it is freer here than there. 

Mr. Fowler. But the point is this. Freedom depends on this: 
Anybody can go into the banking business there, just as he can in the 
United States, providing he conforms to the conditions there; but the 
operation of a oank there after it is organized is far freer than the 
operation of a bank here that is organized here. The (][uestion of free- 
dom depends simply on this: Whether any of the citizens in Canada 
can engage in the banking business as a matter of right precisely as 
they can in the United States. The question of whether the capital is 
$50,000 or $25,000, in my judgment, is not a suggestion of the quali- 
fication of freedom. 

Mr. Brosius. Well, now, I do not like to hear a man contending 
for a proposition that has not the slightest warrant on the earth for it 
excepting the determination of the man that the proposition shall be 
accepted. I do not like to continue the discussion of the proposition 
that the Canadian banking system is as free a banking system as the 
United States, when not one-tenth, not 10 per cent, of the peo- 
ple of Canada can go into the banking system to save their lives, 
because the conditions precedent are so onerous that they could not 
possibly do it, because it involves a large amount of capital which only 
a few people can direct ; whereas in the United States the conditions 
are so much less onerous that almost any five people can rabe money 
enough to establish a bank. 

Mr. Fowler. A man can buy a share of stock up there just as well 
as here, can he not, if he has $100? 

Mr. Brosius. You do not mean what you say, I know, because it is 
perfectly absurd. 

Mr. Fowler. I am surprised that somebody knows more about my 
own mind than I do myseff. 

Mr. Brosius. You are the first man I ever heard say that the Cana- 
dian banking^ system is a free banking svstem. The term free bank- 
ing system is a popular designation or the banking system of the 
United States, but nobody ever used that in describing the Canadian or 
English banking systems or any continental system. Now, what has 
been crystallized into the language of our people it is not worth while 
for anybody by a mere caprice to strike out and say that all banking 
svstems are equally free. Now, do you wonder that I get tired of 
tnat sort of an argument? 
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Mr. White. Did not the Canadian government adopt our free bank- 
ing system in 1850 ? 

Mr. Brosius. They tried several things. Thev came within an ace 
of adopting our bond-secured system. Some oi them up there say 
that they owe their banking system in the first place to Alexander 
Hamilton. They have discussed it at various times. I have read the 
history of their banking system a good many times and some of their 
ablest bankers up there were in favor of adopting the United States 
system; but there was some reason — I do not remember what it was — 
that seemed to militate against the system. 

Mr. White. Technically the free banking system means the bond- 
securitv system. 

Mr. Fowler. That is not where the name originated. 

Mr. Brosius. No; long before that. The free oanking system origi- 
nated in New York, where they had a free banking system, because 
everybody could go into banking who could provide funds — put up 
security. 

Mr. FowLBR. That was the point exactly, so it did not inhere 

Mr. White. The safety-fund system was superseded by the free 
banking system in New York. 

Mr. Brosius. Really our national banking system was borrowed 
irom the New York free banking system, ana that has been known as 
the free banking system, while me Canadian system was never known 
as the free banking system. 

(Upon motion, the thanks of the committee were extended to Mr. 
White for his statement to the conmaittee, and thereupon, at 8 o'clock 
p. m., the conmiittee adjourned.) 



Saturday, J^ebntary 16, 1901. 

The subcommittee having under consideration the bill (H. R. 13303) 
"To make the currency responsive to the varying needs of busi- 
ness at all seasons and in all sections," met at 11 o'clock a. m., Hon. 
Charles N. Fowler in the chair. 

Mr. Fowler. Mr. Conant, we are met to hear what you have to say 
in regard to the Lovering bill, and we would prefer to have you make 
J9uch statements as you see fit without interruption until you have 
finished, taking the bill as a text, or make your remarks in general 
upon the principles involved in the measure. 

STATEMENT OF ME. CHAELES A. CONANT, OF BOSTON, COEEE- 
SFONDENT OF THE NEW TOES JOTJENAL OF COMMEECE. 

Mr. Conant. 1 am very much obliged to you for the opportunity 
of speaking first without interruption. I thought I would say a few 
words on the general principle of the bill, and then, perhaps, the 
details would be brought out better by questions. 

Secretary Gape, Mr. White, and Mr. Breckenridge have set forth 
fio well the merits of a banking currency, and I think its merits are so 
well understood bv the members of the committee, that there is not a 
j^reat deal to be added ; but there were two or three suggestions which 
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1 wanted to present to you on the subject. One is the increased inten- 
sity of competition in industry to-day, which makes it necessary that 
our currency should be organized on the most efficient basis. 

Railroad rates and the various items that go to make up the cost of 
production have been so reduced that it is vital that any competing 
nation which seeks to control the world market should have every part 
of its mechanism of banking and exchange organized on the most effi- 
cient basis. Mone}^ and credit are important parts of this mechanism. 
It is obvious that, other things being equal, if a cotton manufacturer 
in South Carolina or Mississippi has to pay 1 per cent more for his 
money than his rival in Lancashire, England, he would be driven from 
the Japanese market. 

A bank-note currency circulating on the most economical basis will 
tend to reduce the rate for the rental of money. Of course the rate 
for the rental of money depends to a large extent on the amount of 
capital that is oflFered for loan, but where you have capital it is desir- 
able that it should be transferable into any desired form with the least 
possible restriction. 1 think that most of those who have investigated 
the subject of currency are agreed upon that proposition that credit 
should have the greatest freedom of movement consistent with the 
convenience and safety of the public. The question on which differ- 
ences arise is just what constitutes convenience and safety. But the 
necessity of the utmost economy and efficiencj' I think is going to be 
more keenly recognized than ever before, now that we are meeting 
other nations in foreign markets. It was less material when we were 
shut up within the limits of our own country whether our money cost 

2 or 3 per cent more than in other countries, but the condition is dif- 
ferent when we enter a foreign market like China, or Japan, or South 
Africa, or any place where we are unprotected by tariff rates or other 
means. 

You all know how handicapped we are in South America by the fact 
that Great Britain with her great capital and her great colonial banks 
controls all the banking busme8s.ana the credit organization of those 
countries. All bills, even those due to Americans, are settled by 
drafts upon London. In the first place, all the profits of banking go 
to the London banker and business man ; and, in the second place, 
the fact that the exchange is consummated there is apt to send the 
trade there. 

While what is embodied in the bill of Mr. Levering does not solve 
all these questions in regard to the foreign trade, it provides some of 
the elements in lowering the rate for the rental of money at home. 
The other features, the extension of foreign banking, will follow as a 
natural sequence when we are able to enter foreign markets upon an 
equal plane with other nations. 

Branch banking, as Mr. Breckenridge pointed out, I think, would 
be a very efficient factor in the matter; but of course 1 understand, 
perhaps better than some of the gentlemen who have been here, the 
political difficulties in the way of doing all that it is desirable to ao at 
once. I think the Levering bill is a step which will clear the way for 
other steps. If the modest issue of crexiit currency which he proposes 
is authorized and it works well and obviously benefits production at 
the time of the crop-moving season or at the time of money strin- 
gency, it will sweep away many objections which have been felt 
against such currency, founded, I think, to a large extent upon prej- 



0I7BBEN0Y RESPONSIVE TO THE NEEDS OF BUSINESS. 8^ 

udice, and it will be easy following it up with other steps including, 
sometime, branch banking, and foreign oanks with branches, and the 
thoroug^h organization of our credit system upon a most ejBBcient and 
economical basis. And it will be of great benefit to several sections 
of the United States, independently to some extent of foreign compe- 
tition, to have a banking currency which can be issued upon the most 
economical basis. 

In the South, for instance, if currency could be issued upon general 
assets properly secured, without obliging the bank to sink its whole 
capital in Government bonds or to sink in Government bonds the entire 
capital they propose to loan in notes, transfers will be greatly facili- 
tated and a great many benefits will follow. There will not be merely 
the single benefit of having currencj^ at the time of the crop-moving 
season, which is one of the most important results and one of the 
most obvious, but if we had the means of issuing currency on a more 
economical basis than at present, even if it was secured by 25 per 
cent of metallic reserve, it would be much more economical than now. 
You would have currency in circulation where you now have a system 
of store credit. 

In the first place it would make the country banks more independ- 
ent. They would be able to issue currency without rushing to New 
York and borrowing it, producing a stringencv in the market and 
more or less convulsion in the stock market. They would be able to 
issue their own cuiTency and make their own profit upon it. They 
would profit by it because they would not have to divide profits with 
some one else, or, at any rate, the proportion they would have to 
divide would be very small. Under tnis bill, for instance, to take a 
h3rpothetical case purely, if a Southern bank had no lawful money 
above its legal reserve, it might be necessary to borrow, say, $10,000' 
in New York, but that $10,000 would go to constitute the two funds 
required in the bill, and the bank could issue $100,000 in currency and 
put it in circulation, and it would serve all the purposes of money in 
that localitv. 

' But further than the benefit to the bank and to the tradesman, the 
cotton manufacturer or the planter, would be the benefit to the wage 
earner and to the smaller tradesmen and mechanics and others in the 
vicinity; they would have currency to use instead of credit. 

Now, as I understand, in many localities they are compelled to get 
credits at the country stores and thus run along until they get some 
money from the sale of their crops to pay what they owe. The inevi- 
table result is the storekeeper controls the situation and fixes his own 
terms for credit. He fixes them by putting high prices on what he 
sells. It is not possible for the purchaser, the mechanic, or the cotton 
hand, or the farmer, to say to the storekeeper, ''I am going some 
where else; your prices for such agricultural implements and tools as 
I need are too hign." The storekeeper would reply, *' Well, you owe 
me a big bill, you had better pay it; and, moreover, 1 shall not take 
your crop when it ripens; you can not dispose of it to this little rival 
of mine; he has no facilities for handling cotton or your produce; you 
must trade with me or nobody, and you must pay my prices." 

If this wage earner or farmer had the currency, the bank notes, he 
would be independent; he could pay his bills as he went along to a 
considerable extent. Of course he could not pay them always if he had 
not the capital, but the fact that more currency would be in circula- 
tion than before would enable him to have currency instead of a mere 
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credit to a greater extent than can be the case when there is nothinff 
but legal-tender money in which the whole capital of the bank is sunk 
in order to obtain it. 

Practically all the money in circulation in this country represents, 
for the holier of it at least and for the banks, the cost of gold 
money; it is either gold or greenbacks, which are a credit money to 
the Government but are not credit money to anybody else. A man 
can not get them without paying gold, ana no bank can get them with- 
out paying gold or its equivalent. The same is true of the national- 
bank notes. They represent the sinking of an amount of capital eoual 
to their face value, and more usually, whereas a credit currency, while 
the individual could not obtain it without exchanging value for it, the 
bank would be able to issue it in return for other credits, and it would 
not represent the cost that the existing forms of currency do. 

The question was asked here the other day, and very properly, 
what demand there was for this bill. It was a proper question ana 
very pertinent, and I suppose the implication was, so far as there was 
any implication behind toe mere search for information, that the pres- 
ent supply of currency was adequate and satisfactory. 

It is true that the present currency supply is large, and in some 
respects it is satisfactory; but 1 think not m every respect. I won't 

fo into all the i*ea8ons why a substitute should be preierred, because 
am not proposing, and Mr. Lovering, as I understand, is not pro- 
sing, a sul^titute for ail existing currency, but only a supplement, 
ut it seems to me one of the clearest deductions of ordinary political 
sagacity that we should look ahead far enough to anticipate possible 
demands. It is much better to do that, for it is obvious that within 
one, two, or three years there is likely to be a material pressure for 
currency and the existing means are not going to supply it It is 
proper that we should anticipate that situation to the extent of pro- 
viding the machinery for meeting it. 

It may be that under the Lovering bill that little would be done, 
that few notes would be taken out for a year or two; but it would be 
much better to have a law on the statute books ready for use, and 
tested by use, than to wait until a great demand for money comes on, 
a demand for $100,000,000 or 1200,000,000, and then, even if Congress 
was in session — ^which it might not be— to have to come here and ask 
for legislation to meet an emergency. It would be hasty legislation, 
and even if well considered there might prove to be slight defects in 
its operation and people would not know how it was going to work. 

As I understand the object of this bill, it is to give this system a fair 
test in the next crop-moving season, or the following one, if any addi- 
tional currency is tnen neec&d, and to test the operation of the bill, so 
that if any trifling fault of detail appeared it can be corrected before 
the periods come for further expansion, when there will probably be 
a very material need for currency. 

Now, the fact that there will be a material need for currency in the 
near future I think is patent from an examination of the present 
status of the bank-note currency. Practically to-day all means of ex- 
pansion in currency in the United States have ceasea except through 
the production and importation of gold. The refunding law enabled 
the oanks to increase their circulation some $100,000,000, or a little 
more than $100,000,000, I think; but they have ceased, or very soon 
will cease, to avail themselves of the privileffes of that law, because 
the available bonds will be exhausted. The ^cretary of the Treasury 
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has suspended refundinff, and there are now less than $70,000,000 of 
the 2-per-cent gold bonas on the market outside of the banks. That 
is the theoretical limit of the means of increasing the bank-note cur- 
rency in the future. 

Mr. Brosius. Do you recall the amount of the 2 per cents held by 
the banks now? 

Mr. CJoNANT. Yes. I have here the statement for January 31. The 
amount is $303,000,000 to secure circulating notes, and |72,600,0')0 to 
secure public deposits. That is a total of $375,500,000, which has been 
increased by about $3,000,000 during the present month. The banks 
have been increasing from day to day this month. 

Mr. Brosius. Wffat wa^ the total sum of 2 per cento? 

Mr. CoNANT. The total refunded ? 

Mr. Brosius. Yes. 

Mr. CoNANT. About $446,000,000. There is to-day a little less than 
$70,000,000 outoide the custody of the national banks; but, as I was 
about tg say, you recognize tliat the theoretical diflference between 
those is much more than the amount of bonds which the banks would 
ever be able to obtain. That is, some of them are held in trust funds 
and would not be brought into the market by a mere fractional advance 
in price. 

Then, of course, this committee all understand that in the case of 
any bonds, either the 2 percento or any others, rise in price, result- 
ing from a demand, necessarily checks the demand for banking 
purposes, because it reduces the profit on circulation so materially. 

Kow, the quotations of October 31 for the twos were more than 1 
per cent less than they are now, and yet even then the banking profit 
was only 1.051 per cent — not 1.5 per cent but 1.05. Now, Ibelieve 
bankers are indisposed to embark m circulation unless they can make 
a ^ofit of 1 per cent at the very lowest. 

These figures are based upon the assumption that a given amount is 
invested in bonds, that all tne circulation is taken which is authorized 
by the law on those bonds and is actually in use, earning a profit. 

Mr. Brosius. Kept out all the time ? 

Mr. Con ANT. Yes; and the net banking profit on those gold bonds 
is barely over 1 per cent. It is very mucn less than 1 per cent in 
every other case; m fact less than one- half of 1 per cent except in the 
<;ase of the fives, of which a very trifling amount remain out. 

I have not any figures to show exactly what the difference would be 
if the banks had out a less proportion of circulation than the whole 
amount to which they are entitled; but I should say, if a quaiter of it 
were not in use, not earning a profit, that it would wipe out the bank- 
ing orofit. 

mv. Fowler. You mean if a quarter of it was not in circulation ? 

Mr. CoNANT. Yes, sir. Of course it is understood that the banking 
profit is the profit over and above what the capital invested would earn 
by a direct loan. There is no motive to go into the banking business, 
and maintain a bank and a whole lot of officers and rent a building 
and have a lot of correspondence with the Comptroller, and be out of 
the interest on your money for a considerable period in order to do a 
banking business, and earn no more than you would by directly loan- 
ing your money to some individual or to some corporation, or deposit- 
ing it in a trust company and loaning it to them and receiving a profit 
upon it. These figures are based upon money at 6 per cent; but now 
that circulation is authorized to the par value of the bonds, it makes 
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very little diflPerence what rate you take in figuring the banking profits 
Of course it makes a difference in the total profit, but not in the bank- 
inff profit, whether you take 3 or 4 or 5 or 6 per cent. 

Mr. Cox. You say it makes no difference? 

Mr. CoNANT. In the banking profit. It does in the total profit; but 
if you can loan money at 5 per cent direct and you can loan it through 
a bank and make 6 per cent, the difference between the two — 1 per cent — 
would be nearly the same if money is at 3 per cent and you can get 4 
through the bank. That is, the difference in the rate does not affect 
the excess of profit by going into banking over what you would get by 
a direct loan of the money. 

Mr. Cox. You are making a comparison between the banks and a 
private loan of the money. Do I understand you? 

Mr. Con ANT. Y^'es, sir. 

Mr. Cox. You are making a comparison now between a loan by th^ 
bank and a private person? 

Mr. CoNANT. Yes, sir. 

Mr. Lewis. To make it plain, a bank makes just 1.05 per cent upon 
taking out circulation witn bonds as a basis. That is 1 per cent to 
begin with. 

Mr. CoNANT. On the gold bonds; but very much less on the others, 

Mr. Lewis. 1 mean on the gold bonds. 

Mr. CoNANT. Yes, sir. This price of bonds, as already stated, is at 
least 1 per cent below the present prices, which would materially 
reduce the profit. It would not reduce it 1 per cent, however, because 
that 1 per cent difference in price is of course computed over the whole 
period the bonds run. 

Now, I think these facts regarding the prices of bonds and the sup- 
ply show that there is very little probability of currency expansion m 
the future by bank-note circulation under existing law. I should say 
that even under severe pressure for money there could not be an 
increase in bank-note circulation in all the years to come under exist- 
ing law of over $40,000,000, and probably not that, because pressure 
for money does not result under our system in stimulating the issue of 
bank-note circulation. It is just as profitable, as I have snown, within 
a small percentage, to loan the money direct as to put it into bonds, 
especially when you pay a premium on the bonds. The influence of 
the premium, I think, has been gone over here a great many timQs. 

If a man sinks a premium in order to get notes when money is high, 
of course he loses tne high rate he might earn on the premium, so that 
the high rates he gets for the note,s are reduced by his loss on the 
premium as compared with what he would make by a direct loan. If 
a man has $136,000, for instance, and money is at 10 per cent, he would 
get $13,600 by loaning it direct. If he puts it into bank notes he gets 
only $100,000^ in notes, upon which, at 10 per cent, he would get only 
$10,000. He has a loss there of $3,600, to be covered by interest on the 
bonds and other elements of the problem which are too intricate to go 
into orally. 

A very impoi-tant factor in that matter is the use which can be made 
of legal-tend!er money. If a bank has $100,000 in legal-tender money 
over and above its required reserves against deposits (taking the reserve 
cities), it has the power of making loans equal to four times that amount, 
or, rather, it can hold deposits, which in manj^ cases are only an offset 
to loans, to four times its holdings of lawful money, whereas if con- 
verted into notes the money could, of course, only be lent once» So 
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that, from a purely hypothetical point of view, $100,000 in the hands of 
the bank would afford a reserve against loans for $iC>0,000, with which 
they would earn $40,000 at 10 per cent, whereas if they put it in notes 
they would get a good deal less than $100,000 in notes. If it was in 
these high-priced bonds, the long-term fours, they would get something 
like $70,000 in notes, on which they would earn '$7,000. 

What the Lovering bill undertakes to do is to give to the note- 
issuing functions of the bank some of the same advantages that the 
loaning and deposit functions have, to permit a man to secure notes 
securea by that cash reserve to several times the amount when they are 
needed, just as he makes deposits or loans. Of course the only differ- 
ence between a bank note and a deposit is the form of the obligation. 
In the one case a man has to write a check which is really an informal 
bank note, and in the other he has the printed form which he carries 
about with him. 

Mr. Cox. What is the per cent under this bill? It escaped my 
mind. If you authorize the banks to issue upon their own assets, what 
is the per cent? 

Mr. CoNANT. Only 10 per cent of their capital first. 

Mr. Cox. Ten per cent of their capital? 

Mr. CoNANT. les; and that under certain conditions, you under- 
stand. 

Mr. Cox. Well, now, we have the reserves and then we have the 
assets of the banks for the security of the depositors. If you issue 
bank notes — not national-bank notes, but bank notes upon the assets of 
the bank — they are a first lien on the assets of the bank? 

Mr. CoNANT. They are not under the Lovering bill. 

Mr. Cox. They share, then, equally with the depositors? 

Mr. Con ANT. Yes, sir. 

Mr. Cox. Now, let me call your mind to this point: I step into a 
bank to-da^^ and deposit $1,000 — the amount cuts no figure, I simply 
say $1,000 — and 1 put in that much money and I have certain security 
for the refunding of that money, which are the assets of the bank, 
after the national-bank notes are satisfied, which are j^atisfied by the 
bonds deposited. Now, do you think that it is proper for Congress 
to pass an act that partially destroys the security to the depositor after 
he has put his money in the bank i 

Mr. CoNANT. I am very glad you asked me that, because it reveals 
an idea which I think many people have, that a note issued by a bank 
under the credit currency system is issued for nothing. Now, in fact, 
if you go into a bank and deposit $1,000, you swell their deposit account 
by that much. 

Mr. Cox. But that is after the act has passed. I do not think you 
probably caught the (juestion. 

Mr. OoNANT. I think I did. 

Mr. Cox. I put the money in a bank, say a month ago. 

Mr. CoNANT. Oh, you mean this is going to impair vested rights i( 

Mr. Cox. I do not call it that, but I am puttmg it on a broader 
ground than that. Would it be proper for Congress by legislation to 
impair or destroy — because if tnev can impair the}' can destroy — a 
security which the depositor had wKen he put the money in? 

Mr. CoNANT. I do not think that the security is impaired. I will 
explain why. Under existing law the banks are required to hold cer- 
tain cash reserves against deposits. The bill of Mr. Lovering does not 
modif}^ that. A bank desiring to issue asset notes could not issue them 
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if it had not any money above its lawful cash reserves. It could only 
issue them by usinff its surplus cash to constitute the two funds 
required by law in the Treasury. But more than that, let me go on. 
If they issue a lot of notes which constitute a new obligation on their 
part, in addition to their previous obligations, do you not see they get 
something for them? They get commercial paper; they increase their 
assets by the amount of the increased issues. Of course they do, 
unless they are giving away notes, and they may give away deposits 
just the same. It does not aflFect the depositor at all; it only increases 
the facilitv of the bank to do business. 

Mr. Cox. The assets of the bank are primarily liable after the 
bonds. The bonds are presumed to pay the circulating notes. The 
Government redeems those notes and then takes bonds and reimburses 
itself, but the depositor, before the passage of this contemplated act, 
goes and deposits his monev. What is his security? His security is 
the reserve fund; his additional security is the assets of the bank. 

Mr. Con ANT. Yes, sir. 

Mr. Cox. Now you come and say, '* Issue your notes on the assets 
of the bank to a certain per cent." You have then made another class 
of men, the note holders of the bank, partly interested and entitled to 
receive part of the assets of the bank as against the depositor, when 
before he was entitled to receive it all. Now, my point is this. I 
have heard your explanation — let us go to something else. 

Mr. CoNANT. I would like to add to the explanation. Do you not 
propose to let me say anything further on the subject? 

Mr. Cox. I do not propose to interrupt you if it is disagreeable. 

Mr. CoNANT. No: it is not; but you saiS j'^ou were going to some- 
thing else and I wanted to add to my answer. It is true the depositor 
to-dajr has a lien on all the assets of the bank, and there would be 
additional claims against the bank, but the assets would be increased 
in corresponding ratio and the new claimants would share only ratably 
upon the assets. The only ease when it would make any diflference 
would be the case w^here the new assets would be worth less than the 
old assets, and there is no reason to suppose they would be worthless; 
there is no reason to suppose a bank, having increased power to loan, 
would make on the average worse loans than it had made oef ore. Your 
whole assets consist of loans — that is, commercial paper of business 
men 

Mr. Cox. I understand that. One word and I am done. Now, take 
your explanation of that. As the law stands now, with the reserves 
and so forth, the depositor has the first lick at it after the notes are 
paid, and we understand how 

Mr. CoNANT. He has substantially the only claim, except trifling 
ones for salary 

Mr. Cox. I do not pay any attention to that. Now here is the 
bank. That bank issues its notes and creates an additional burden 
upon its assets. 

Mr. CONANT. No 

Mr. Cox. Wait a minute. 

Mr. CoNANT. Not upon the old assets, but 

Mr. Cox. It has created a 

Mr. CoNANT. Upon additional assets. 

Mr. Cox. But I understand this law to mean that the only lien the 
note holder would have is the money which the bank receives for the 
new note. 
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Mr. CoNANT. No- 



Mr. Cox. That can not be the law. 

Mr. Con ANT. Thev would be fused into one; the assets would be 
fused into a homogeneous mass, but there is no reason to believe that 
the amount distributed to the new note holders would varv or that the 
assets would yield less, that less be obtained for the new notes than 
the old loans. 

Mr. Cox. You are running ahead of me. I will get to the assets in 
a minute. We have it up to the point where the depositor and the 
note holder of the bank, not the old notes, but the bank notes, are 
equally interested in the assets of the bank, pro rata, if it should be 
insolvent. I suppose you agree on that ? 

Mr. Con ANT. Yes; that they are equally interested. 

Mr. Cox. In the assets of the bank. Now, that creates upon the 
assets of the bank an additional obli^tion that did not exist when the 
depositor put his money in there. Now, do you think such legislation 
as that ri^t? 

Mr. CoNANT. I do, because 

Mr. Cox. One moment. You answer me back by saying that the- 
assets of the bank are increased bv virtue of the issuance of notes. 
That is your only answer to that — that is the clean-cut answer to that? 

Mr. CoNANT. By the assets obtained for the notes, certainly, and 
by other assets which I will point out in a moment. 

Mr. Cox. But do you think that you have a right to say to the 
depositor, who is a creditor of the bank — for the relationship of the 
depositor and the bank is creditor and debtor, he is a creditor of the 
bank, and when he becomes the creditor there are certain assets there 
which are pledged for his payment. Now, my point. If you assume 
that you receive for the nank notes the same amount in value, and 
thus increase the amount of the assets of the bank, you have also 
increased to that extent the amount of the liabilities of the bank, because 
it must take up its notes. So the question reverts back and sticks 
' there. Have you a right to do that without the consent of the depos- 
itor — the original depositor that put his money in there before the 
bank notes were issued? 

Mr. CoNANT. Yes, sir; that is one of the essential elements in bank- 
ing business. If your proposition, that the position of/ a depositor 
depositing $1,0()0 when the bank had certain assets could never be 
changed, that the bank could not accept other deposits or make other 
loans — if you assume that his status must remain constant, then that 
would be the end of banking business. It would put an end to bank- 
ing business to assume a static condition. 

Mr. Cox. Are you satisfied with that answer? 

Mr. CoNANT. 1 es, sir. 

Mr. Cox. Doesn't the depositor put his money in there knowing and 
expecting that another depositor could do like lie does? 

Mr. CoNANT. Yes, sir. 

Mr. Cox. But that is not this point. Here is the point. You take 
the assets of the bank and create a new liability upon it without the 
consent of the original depositor, and the only answer you have is that 
vou increase the assets of the bank. 

Mr. CoNANT. No; that is not my only answer, but you have not 

given me an opportunity 

- Mr. Cox. Well, I do not want to take away your opportunities. 
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Mr. CoNANT. Let me explain this point in regard to it. When yoa 
increase your liability by issuing notes, and secure what are presum- 
ably good assets, or at least, on the ayemge, as good as those tne bank 
already holds under its usual method of conducting business, you do 
more for your depositor, because in issuing those new notes you 
require the bank to sequestrate and deposit in trust with the Treasurer 
of the United States two funds to the amount of 10 per c«nt of the 
new liability. So, if the bank fails and the claims are shared pro rata, 
including these new claims, and the old claims, they do not really 
share pro inita because the two funds ai'e first available to meet these 
new claims, and it might result that the old depositors would have 
more money than under existing conditions. There are more general 
assets loft because the notes draw less from the general assets. 

Mr. Cox. I see we do not agree. 

Mr. Fowler. Let me ask a question, if you will permit me. To 
illustrate the principle involved and for the purpose of the question I 
will use Mr. Hill's name and Mr. Lane's. If you were a banker, Mr. 
Conant, and Mr. Hill comes to you to borrow $100 and he wants it in 
notes, and you take his note to the bank, payable in ninety days, and 
give him your notes, you establish a liability of $100. 

Mr. CoNANT. Yes, sir. 

Mr. Fowler. And vou have a bill receivable of $100. Would the 
position of the bank in that case be any different from what it would 
be in this ease : Mr. Lane comes to the bank and makes a deposit of 
$100 and you credit it on his book subject to check. You turn around 
in the next breath and loan Mr. Hill the $100. Are you, as a banker, 
in any different position than you would have been if you had taken 
Mr. Hiirs note and issued him the notes? 

Mr. Conant. No, not at all. These notes are only a legalized form 
of check book. 

Mr. Fowler. And the liability of the bank is just the same in one 
case as it is in the other? 

Mr. Conant. Yes, and better secured by the bank funds in the cus- 
tody of the Treasury 

]VIr. Fowler. Just a moment; I do not know that I can agree with 
you there. That comes out of the assets of the bank, does it not? I 
want you to follow my other question without interruption. Your 
position so far as liability is concerned is exactly the same in both 
instances. 

Mr. Conant. Yes, sir. 

Mr. Fowler. Your position is exactlj' the same so far as bills 
receiva))le are concerned? 

Mr. Conant. Yes. 

Mr. Fowler. Because you have identically the same obligation. 

Mr. Conant. Yes; Mr. Cox's point might have some force if the 
bank were in a static condition — if a depositor turning in money under 
an assumed condition had the right to think that the bank thereafter 
would do no business, but was going into liquidation — but that is not 
the fact in banking business. The creation of new liability might 
change the nature of the trust. That was done when circulation on 
bonds was raised to par. The holder of the bond-secured notes had 
the right to assume that $100 was deposited in the Treasury for every 
$00 he held, and this has been changed so that only $90 is now depos- 
ited. The Government violated that trust in a sense by impairing the 
securit}^; and that would be subject, I think, to some legal criticism; 
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but Congress did it, and I have not beard a word of complaint. Tbey 
declared that thereafter there should not be $100, but only $90 in bon& 
for each $100 in circulation. And this act does not ^o far enough in 
impairing security to make any practical difference. In fact, it rather 
increases the resources of the bank for depositors. It does not go far 
enough to be subject to legal criticism, in my opinion. If one desired 
to make a refined legal argument he might do it, but practically I do 
not think it has any serious significance. 

Mr. Hill. The accumulated fund paid by taxation in previous 
years under the terms of this bill will not be counted as the assets of 
the bank at any time. 

Mr. CoNANT. No: only that portion first paid in which the Comp- 
troller is authorized to reimburse. The proceeds of the tax would not 
be returned to the bank. 

Mr. Hill. And would not be counted as a part of its assets; but in 
case of failure it would then come forward, whatever accumulation 
there had been under the terms of this bill, and relieve a part of the 
liability created by these additional notes without in anyway decreas- 
ing the additional assets which had been furnished to the bank by the 
loan of those notes. 

Mr. CoNANT. Yes, sir. 

Mr. Hill. Is not that correct? 

Mr. CoNANT. Yes. " 

Mr. Hill. So that the depositor, as a matter of fact, would stand in 
just so much better position by the issue of these notes as was repre- 
sented by the amount of the accumulated tax. 

Mr. CoNANT. Not quite that. The accumulated tax, I do not under- 
stand Mr. Lovering credits in full to the bank; but this would be true, 
that these funds would make good to the note holder any deficiency in 
the assets and would tend, according to the ratio of assets to be distrib- 
uted, to increase the amount available for paying other claims. 

Mr. Brosius. I would like to inauire there as to your understand- 
ing of the Lovering bill. Which fund is first availed of, in case of a 
failed bank, to pay the notes — the safety fund or the assets of the bank? 

Mr. CoNANT. The safety fund before the general assets, but first, 
of course, the current redemption fund. If the notes of a bank which 
had failed were coming in for current redemption I take it ordinarily 
the money in the current redemption fund would first be exhausted., 
and then they would recur to the guarantee fund; no new notes would 
be issued to the bank, so it would amount really to a double safety 
fund. 

Mr. Brosius. But there are two resources — the safety fund and the 
assets of the bank. Which is first availed of? 

Mr. CoNANT. I think the bill provides that they shall be redeemed 
out of the safety fund first — and then that the safety fund shall be a 
lien 

Mr. Brosius. That was my recollection, but I was not sure. 

Mr. Cox. It comes out of that safety fund first. 

Mr. Brosius. The safety fund is first exhausted. 

Mr. CoNANT. ''Whenever the Comptroller" and so on '*is satis- 
fied" 

This is what the bill says — 

that any banking association has refused to pay its guaranteed bank notes on de- 
mand in lawful money^ he shall direct the reaemption of such notes from the bank- 

B o 7 
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note guaranty fund aforesaid, and Buch notes shall thereupon be so redeemed. The 
Comptroller of the Currency shall collect for the benefit of said fund from the assets of 
the bank and from the stockholders thereof, such sum as. with the bank's balance 
in the bank-note guaranty fund, shall equal the amount ot its guaranteed bank notes 
outstanding. And for this purpose the United States shall, on behalf of the bank- 
note guaranty fund, have a lien upon all the assets of the association ratably with 
other creditors of the bank. 

Mr. Hill. So, as a matter of fact, the bank-note guaranty fund is so 
much additional protection to depositors. 

Mr. Cox. Mr. Chairman, pardon me right there, while you are on 
that point. You pay the guaranty fund, we will callit; that is part 
of the assets of tne bank. I do not care whether you collect it by 
taxes 

Mr. CoNANT. But under existing law it is not set aside free from 
impairment 

Mr. Cox. Under the existing law there is no such fund as that. 

Mr. CONANT. No. 

Mr. Cox. But you collect a guaranty fund by taxation, we will say. 
That is collected off all banks tnat take out circulation ? 

Mr. CoNANT. Yes, sir. 

Mr. Cox. Not one bank, but there is no bank that has not taken out 
circulation. Now, that is a tax on the assets of the bank that takes 
out the circulation. 

Mr. Con ANT. You mean the levy of the one-half of 1 per cent a year? 

Mr. Cox. Yes. 

Mr. CoNANT. Certainly it is. 

Mr. Cox. The taxes are an incumbrance upon a bank 

Mr. CoNANT. Doyoumaintain,then, that the collecting of an^ tax by 
law is a violation of the trust between the bank and the depositor? 

Mr. Cox. No; but I doubt the propriety of creating a guaranty 
fund for the redemption of notes, ijet me call your attention to this: 
That law provides tnat these notes shall be redeemed out of this guar- 
anty fund. 

Mr. LovERiNG. The notes of a failed bank. 

Mr. Cox. Yes. Now, its notes are paid by the guaranty fund, but 
suppose the guaranty fund will not pay them, then what are you 
going to do? It seems you would assess the stocKholders. 

Mr. CoNANT. In the same ratio you can for other claims. The stock- 
holders would be liable for the increase in liability if the assets had 
been dissipated, certainly. 

Mr. Cox. Then, you make the stockholders stand security to the 
bank for the redemption of these notes? 

Mr. CoNANT. Yes; but the bank can not issue these notes without 
the consent of its official board. 

Mr. Lane. The stockholders have that liability now? 

Mr. Fowler. It does not change the double liability under the law. 

Mr. CoNANT. He contends it adds to the liability simply. 

Mr. Cox. I mean it increases the burden of the bank. 

Mr. CoNANT. Certainly; every loan does that. 

Mr. Cox. I know a loan increases the burden. 

Mr. CoNANT. This is optional, you know, with the bank. No bank 
is compelled to adopt it. 

Mr. Cox. I understand that; of course, you can not force the bank 
to do it. Now here is ray point, and I want to see what you will do 
with this. If your theory is correct why not permit the State banks 
to issue their notes in the same proportion? 
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Mr. CoNANT. Simply for the reason that I think a homogeneous and 
uniform currency, secured by laws which people understand, which 
will enable them to feel that notes in their hands are of a uniform and 
secure character, is preferable to fortv-five local currencies. 

Mr. Cox. How many countiymen do you think could distinguish or 
would distinguish between the national-bank notes that we use now 
and the notes issued by the bank? There would not be one in fifty. 

Mr. Fowler. Do you not think a man from Tennessee, who went to 
New York with a pocket full of bank notes issued by a State bank in 
Tennessee, would discover the difference when a discount of 5 or 10 per 
cent was fixed in New York City ? 

Mr. CoNANT. Yes; but I agree with Mr. Cox, in a measure, that a 
State bank, or any bank, or any individual should have the right to 
issue his credit in any form that people will take; but for the purpose 
of circulating as money it is desirable that the States should interpose 
and enforce regulations which insure the convenience of the public, 
and included in that convenience is security. 

Mr. Cox. We tried that once. 

Mr. CoNANT. I think the need for uniformity is one of the things 
that has militated against that, and the conditions are very different 
from what they were fifty years ago. We have such a homogeneous 
and compact country, and railroe^ communication is so rapid that 
there is more need for uniformity now than fifty years ago. 

Mr. Fowler. And what you need it for more than anything else is 
to protect the citizens against the discriminations of bankers m other 
States? 

Mr. CoNANT. Yes. The fact that such discriminations occur is one 
of the evils of lack of uniformity. 

Mr. BROsnjs. 1 would like to ask you a question as to the rate of 
interest. You have stated very clearly and strongly the desirability of 
promoting the facilities for our manufacturers ana the demand of our 
industries, by the low rate of rental for money. Is there not a limita- 
tion upon that that must be guarded? For example, supposing our 
facilities become so ^reat in this country that the rental of capital is 
lower here than it is m any other country. Of course it would give 
our manufacturers an advantage in the competing markets of the 
world; but would it not affect the movement of gold, would not that 
condition of things be liable to affect the movement of gold and cause 
an outflow of our precious metal ? 

Mr. CoxANT. That would depend altogether on our banking laws. 

If you require the national banks, as you do, to hold 25 per cent in 
lawful money in their cash reserves in the reserve cities, and 15 per 
cent outside the reserve cities, that law lays a firm hand on the gold 
or other lawful money. We have reached the condition where there 
is not much other lawful money. There are $346,000,000 of green- 
backs, but they are a constantly diminishing ratio to the whole volume, 
and if your law requires that in order to issue notes and make loans 

Jrou shall hold 15 or 25 per cent in lawful mone^, and shall hold other 
awf td money in reserve against bank notes, I think you will protect the 
situation, if there was no law at all governing reserves you would be 
subject to this danger. Banking would be stretched to its utmost. 
Cash resources would shrink to their lowest point, and what one man 
thought was safe and another man did not would tend to become the 
common limit, because his rivals could not do business unless they fell 
to the same reserve limit. And that, I think, is a conclusive reason 
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why the law should require specified legal reserves. There I differ 
from many theoretical students who maintain that the reserve should 
be left to the discretion of the bank. That is the case in Scotland. 
But upon one or two occasions banks have been established there which 
have banked recklessly and have threatened to overthrow the system, 
until they were frozen out by the conservatism of the other oanks. 
But there the problem was different from what it is here; there there 
are only twelve banks, which are powerful, with their branches, and 
they drove these reckless banks to the wall. I think there would be 
no danger, however, from low rates of interest resulting in the expul- 
sion of gold if your reserve laws were adequate. 

Mr. Brosius. Now, supposing the reserve laws required a certain 
amount of gold to be in the banks. Of course, that gold can always 
be obtained from the banks by presenting notes, and if people desire 
to send gold abroad to get higher rates of interest for it, it could be 
obtained from the banks. I can not quite see yet how the law in rela- 
tion to reserves is going to affect the question of the movement of 
gold, which is influenced, as a fundamental proposition of finance, by 
the price of money, by the rental value of money. 

Mr. CoNANT. But do you not see that if your banking law is proper, 
if not unsound and inade<]^uate. that a stringency for money would 
soon arise which would raise the rate of interest? Naturally there 
would be a flow of gold under low rates of discount, but the rates of 
discount would rise here if exports occurred, because that would tend 
to diminish the cash available for reserves. People would bid higher 
for it then and gold would be attracted back again. That would be 
the case in the absence of law to a certain extent. 

Mr. Fowler. Is it not true, generally speaking, almost universally 
speaking, that the commercial rate is higher in the United States than 
it is throughout Europe, and that the call rate is always higher in 
Europe than it is in the United States? 

Mr. CoNANT. The commercial rate is higher in this country and 
has been nearly all the time until, perhaps, recently, and even to-day 
I do not know but what it is as high; but in regard to the call rate 
being always higher in this country 

Mr. Fowler. Always lower than in European centers, with those 
rare exceptions. 

Mr. CoNANT. No; I should hardly say that, because the rate of the 
Bank of France, you know, was 2 per cent for years, and the rate of 
the Bank of England was 2 per cent from 1896 down to the stringency 
in 1898, and even earlier than 1895. 

Mr. Fowler. Take the last five years. Outside of the periods of 
spasm, has not call money been lower in New York City than it has 
been throughout Europe; and at the same time, and concurrent with 
it, has not uniformly, and almost universally, the commercial rate been 
higher in this country, higher in New York and Boston, than through- 
out Europe? 

Mr. CoNANT. I think that is true, but that has been due to the 
peculiar pressure for money in Europe during the last three years. I 
do not think I would extend it five years; I would say three years. 

Mr. F0WI.ER. The point I want to make, which is supplemental to 
what you had asserted in answer to Mr. Brosius, is that the burden being 
thrown upon the industries, as represented by the banks of this coun 
try, would at once raise the price of credit so as to fix the price on 
gold, which would bring it here. 
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Mr. CoNANT. Yes, that is true; and it would undoubtedly operate in 
that way. The only occasion in which a situation like Mr. Brosius 
suggests miffht arise would be a very loose and dangerous system of 
bank issues by which you could float great masses of paper without 
any cash reserves, and even that danger is now nothing like what it 
would have been fifty years ago in this country, because our business 
now is not done so much by bank notes. A New York bank, even 
though authorized to issue ten times its capital in notes, would not and 
could not do it; it would have to have its 26 per cent legal reserve 
against deposits. 

Mr. LovERiNG. I would like to ask a few questions that will require 
short answers. I would like to get them into the record, if possible. 
Mr. Breckenridge stated here the other day that he objected to an 
issue of these guaranteed notes based upon the issue of the bond- 
secured notes on the ground that it would prevent banks from taking 
out new notes. Do you think that under this bill it would have that 
effect? 

Mr. Con ANT. No; not practically. Of course Mr. Breckenridge's 
point is well taken from a theoretical point of view. I talked the mat- 
ter over with him a little myself, but I do not think it has great prac- 
tical force. 

The bill provides that a bank shall have 25 per cent of bonds as a 
minimum and that the bank may have in credit notes 20 per cent of its 
bond deposit. Now, inasmuch as it is required to deposit 25 per cent 
of its capital in bonds, there could be no fetters put on the issue of 
credit notes up to 5 per cent of its capital, because a country bank is 
necessarily obliged to have its 25 per cent of bonds anyway, and there- 
fore it would be put to no new obligation in order to issue 5 per cent 
of credit notes. If the bill required that the ratio of credit notes should 
be constant to the amount of bonds deposited, I think it might fetter 
a bank occasionally, but the practical fact is that in nearly every case 
the banks have all the bonds required to get all the credit notes author- 
ized under this bill. That is not absolutely true, but it is very near 
being true. 

Taking the last bank statement now bjr groups of States, the 
Southern States had a banking capital amounting to $69,102,135. They 
had bonds to secure circulation amounting to $36,770,080; that is, they 
had a little more than 50 per cent of their capital in bonds. Of course 
it is possible that they were not distributed with absolute evenness, but 
upon the average, and presumably in most eases, thev had all the bonds 
tnev would need to get the maximum circulation allowed by this bill, 
and the same would be true after three years or after six years, so long 
as they had the ratio of bonds they now hold. So I do not think Mr. 
Breckenridge's objection is a practical indictment of the bill. Of 
course, if I Were free to pass any sort of a banking law I would not 
have any such relationship; but there is a strong practical reason for 
such a relationship, and 1 think it was pointed out by the Secretary 
of the Treasury. 

Mr. LovERiNG. It was pointed out by Mr. Breckenridge, too. 

Mr. CoNANT. That is, it is not desirable to force the bonds on the 
market and force down the price of the bonds, which would lead all 
the banks to oppose such legislation as this. 

Mr. LovERiXG. Is it recognized that the guaranty fund provided 
for under this bill would be adequate? 
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Mr. CoNANT. Yes, sir; I should say it would be comoletely adequate. 

Mr. LoYERiNG. That is the same question I asked Mr. Gage, and I 
thought I would like to have your answer on record. 

Mr. CoNANT. My answer is based on figures I have often made. 

Mr. LovERiNG. It has been frequently urged that in the case of the 
New York safetv fund it was insufficient. Was that the case, and 
why was it insu^cient? 

Mr. CJoNANT. Primarily because the fund was used to pay all 
claims against the bank, depositors as well as note holders. 

Mr. Ix)VERiNG. The tax was 1 per cent? 

Mr. CoNANT. One-half of 1 per cent. But there was not the pre- 
liminary deposit of 5 per cent required as under your bill. I was 
looking at tnat the other night. I think it came up here. At anv 
rate, I was interested in it, and perhaps the facts which I found \ 
might just as well put into the record. They related to the earlier 
years of the system, when the largest failures occurred. They do not 
cover the final settlements, which were perhaps a little more favorable 
than these figures, but I took the capital of all the banks chartered 
under the safety-fund law, which stood in 1841 at about $33,000,000. 

Now, if they had put up the 5 per cent required by your bill and 
had taken out a circulation to the full amount of their capital, instead 
of only 10 per cent, they would have put up in that way alone 
$1,600,000. They would have paid, on the avera^, efrom 1829 to 1841, 
when the worst failures occurred, about a million dollars. That is 
found on examining the list of incorporations. I found the average, 
on the whole, about so many each year up to 1841. So I took half the 

J period and computed the tax on all of tnem, instead of computing it 
or the whole period on all of them, thinking that that would give 
about the amount thev would have paid into the fund. They would 
have paid a little over |l, 000, 000, so that under the terms of your bill 
up to 1841 it would have been $2,784,116, while the amount they 
actually had was $914,000, or about one-third, because they had not 
made the preliminary deposit. That fund was compelled to meet the 
claims of all the banks, and then there were a great many other ele- 
ments at that time that would not enter into the situation now. 

Mr. LovERiNG. Do you think there is sufficient homing quality in 
this currency? 

Mr. CoNANT. Yes, sir; I think there is, because it is to the vital 
interests of the banks to send the notes of other banks in for redemp- 
tion. They are in their hands, and good for nothing. Of course they 
can be paid out, but they are not good for lawful reserves, and I 
assume that a bank finding itself with a considerable number of these 
credit notes would send them in for redemption in order to get lawful 
money, and this money would not only strengthen their reserves, but 
it would enable them, if it was necessary, to increase their deposits 
and their loans practically four times as much as if they merely held 
the notes for cash. For instance, a bank has a certain amount of law- 
ful reserve in lawful money and a corresponding amount of deposits, 
and it has $100,000 in notes of other banks. While it might loan 
those notes it would be able, by exchanging them for lawful money, 
to create reserves, which in the case of city banks would enable them 
to make loans of $400,000, and in the case of country banks, $600,000. 
So their interest would be very strongly to exchange their notes for 
lawful money, and thereby, of course, reduce the circulation if it was 
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not profitable for the bank which had issued the note to reissue it in 
its own locality. 

Mr. LovERiNG. On the other hand, do you believe there would be 
inflation quality enough in this issue to send gold abroad? 

Mr. Con ANT. No; not to a dangerous extent. If the law requires 
the reserve to be in lawful money or gold, I do not think there is 
danger of any excessive exportation. Of course, if notes were the 
main form of issuing credit to-day, I do not know but that I would 
favor the reserve being as large as that held against deposits. The 
law requires so much against deposits — 25 per cent in the cities and 15 
per cent in the country — and I think that is sufficient. 

Mr. LovERiNG. I asked Mr. Breckenridge this question: Is it not 
true that the Canadian banks are not allowed to pay out notes of other 
banks? 

Mr. CoNANT. I do not understand that to be a fact. They pay out 
the notes of other banks and require the banks to pay them a com- 
mission for doing so. They divide the profits. If a Canadian bank 
obtains notes from other banks, it pays a commission to the bank for 
the issuing of them. I do not understand there is any lawful prohibi- 
tion on paying out the notes of other banks in Canada. 
- Mr. Fowler. Would the 2 per cent Government bonds in the United 
States, in your judgment, fall if we should remove the requirement 
that now exists for holding them as a part of the assets of every national 
bank? 

Mr. CoNANT. Do you mean remove it optionally ? 

Mr. FowLEB. Remove it to-day and say that no bank shall be com- 
pelled to hold any Government bonds. Under those circumstances do 
you believe that the 2 per cent Government bonds would fall per- 
ceptibly ? 

Mr. CoNANT. I am inclined to think they would. 

Mr. Fowler. How much ? 

Mr. CoNANT. It is impossible to say. 

Mr. FowLEB. How much, in your judgment? 

Mr. CoNANT. I think the time mignt come when thev would fall to 
par, although that would depend upon the demand and the quantity. 

Mr. FowLEB. I would like to get your judgment as a student upon 
the question of whether the 2 per cent gold bonds of the United 
States would fall perceptibly if we removed the condition requiring 
national banks to bold Government bonds. If so, to what point would 
they fall? 

Mr. CoNANT. It is impossible to say to what point they would fall; 
it would depend very much upon whether the banks were largely 
owningthem. 

Mr. FowLEB. Do you think they would fall to 90? 

Mr. CoNANT. No, sir. 

Mr. FowLEB. Do you think they would fall to 95 ? 

Mr. CoNANT. No, sir. 

Mr. FowLBB. Do you think they would fall to 97? 

Mr. CoNANT. With the present quantity, I should say no. 

Mr. FowLEB. Assuming the conditions? 

Mr. Con ANT. No, sir; I do not think so. 

Mr. FowLEB. In other words, I want to have your opinion upon the 
question of whether it is at all necessary to link any system oi credit 
currency with a secured currency, because, forsooth, we have so hinged 
the two together. 
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Mr. Con ANT. Under the present conditions I do not think the price 
of the bonds would fall below par. 

Mr. Fowler. In 1891 the price level was about what it was on the 
Ist of January, 1901. 

Mr. CoNANT. The price of bonds or commodities? 

Mr. Fowler. No; the price level of commodities. The circulation 
at that time was about $21 per capita. On the 1st dav of January, 
1901, when the price level was the same as in 1891, we had about $28 
per capita. Wul you tell me whether or not in your judgment there 
IS such a condition of things in the United States as to i*equire $7 per 
capita more now, with the price level the same, than we had in 1891? 

Mr. CoNANT. That is a difficult question to answer. The proba- 
bility is that money is better diffused now; that is, there is not any 
more per capita in the custody of people at present who then had all 
they needed, but there is more money in the hands of those who did 
not have any then. 

Mr. Lewis. Do you think this is about the best bill we can prepare 
to carry out your views? 

Mr. CoNANT. Yes, sir; there are a great many propositions that 
could be presented that would carry out the main principle, but I think 
this bill carries it out in a modest way. It will probably need exten- 
sions later. 

Mr. Fowler. Do you or do you not anticipate a retirement of a 
portion of the national-bank notes that are now outstanding as a result 
of the experience on the part of the banks that they have been unable 
to keep out the circulation just now? 

Mr. Con ANT. I think it is quite probable, although, owning the 
bonds, they are likely to force the notes back into circulation. 

Mr. Fowler. But will not the average length of time that the notes 
are in the bank reduce the profit so as to compel them, out of self- 
interest, to retire a portion of the circulation? 

Mr. CoNANT. Yes, sir; it is useless, comparatively, to them. 

Mr. Fowler. It is a loss ? 

Mr. CoNANT. If they own the bonds, it is a loss. A man can not 
recover his capital if he does not sell the bonds. 

Mr. Fowler. Suppose the national banks shall find at the end of a 

Eeriod when they balance their books that they have been unable to 
eep their notes out half the time? 

Mr. CoNANT. There then would be a tendenpy to sell the bonds if 
they could do so profitably. 

Mr. Fowler. Suppose they should find that one-half of the capital 
has been idle, they would loan it if one-half of the notes had been lying 
idle in the bank all the time? 

Mr. CoNANT. That would depend on the price of the bonds; they 
might hold the bonds to draw the interest. 

Mr. Fowler. It is a current loss? 

Mr. CoNANT. Yes, sir. 

Mr. Fowler. And the bank would be inclined to get rid of the bonds 
and reduce its circulation ? 

Mr. CoNANT. Yes, sir. You can not rely on the bonds to stimulate 
the circulation. 

Mr. LovERiNG. I want to ask a question, which I think Mr. Fowler 
has asked a good many times, whether an issue of these bonds will tend 
to increase the burden upon the gold of the Treasury ? 
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Mr. Con ANT. No; I do not think so. As I understand the position 
which has been taken bv some of the critics of the bill, it is that the 
ability to secure the redemption of notes from the fund in the custody 
of the Treasury will add to the pressure upon the gold reserve. I can 
not see that that would be the fact to any perceptible extent, because 
the volume of Government money is fixed practically under existing law. 

There are $346,000,000 of greenbacks and $66,000,000 of Treasury 
notes, and the banks are required by law to hold those notes or gold in 
their reserves against deposits, and whether they present a few notes for 
redemption or whether the notes are presented by some gold exchange 
house or by some individual, does not seem to me material. Thev are 
locked up in certain contingencies. More than that: If the bill of 
Mr. Overstreet or Mr. Hill, making the standard absolutely unques- 
tionable, is passed, you never will have any demand for gold beyond 
the export demand, because you will never have any question as to the 
gold standard. If there is credit inflation and currency inflation, you 
will have an outlet — a sort of blood-letting — in the form of exports, 
but your demand for gold will be limited to the export demana, and 
your system of redemption will not go any further than the require- 
ments of the international markets demand. 

Mr. LovERiNG. The demand for gold ultimately falls upon the 
Treasury? 

Mr. UoNANT. It may be put there by the banks under existing law, 
and there is no way to remedy that until you retire Government 
obligations. 

Mr. LovERiNG. Why does business exact that demand or promote 
that demand? In other words, is it a condition of business that 
promotes that demand for gold — I mean international business — or is 
it a matter of distrust? 

Mr. CoNANT. International exchanges call for certain movements of 
gold, but they regulate themselves. 

Mr. LovERiNG. That is by business ? 

Mr. CoNANT. Yes, sir. 

Mr. LovERiNG. What I want to know is whether it is a distrust or 
a business demand for gold that taxes the Treasury ? 

Mr. CoNANT. There would be no demand, from distrust, so long as 
there is perfect confidence in the standard, as I think there would be 
under a law providing for the interchangeability of money. So long 
as there is perfect confidence, the banks will furnish voluntarily a 
considerable part of the gold. They have been doing so. They have 
been redeeming gold certificates instead of Treasury notes or green- 
backs, and in the New York clearing house the banks have some one 
hundred and sixty millions of gold. They will furnish that freely so 
long as there is no distrast, and probably they would not turn to the 
Treasury to any considerable extent under a pretty strong interna* 
tional gold movement, because of its effect in the New York money 
market. 

Mr. LovERiNG. May not the gold in the Treasury be depleted by 
legitimate business demands to a point that would engender distrust? 

mr. Con ANT. Not if the Secretary of the Treasury acted with a par- 
ticle of judgment and discretion, because he has a variety of ways of 
obtaining gold, and should not permit it to be depleted to such an 
extent as to promote distrust. 

Mr. LovERiNG. And there is no fear that that will set in? 

Mr. CoNANT. No, sir; not so long as we are on the gold standard. 
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Mr. LoYEBiNO, from the Committee on Banking and Currency, 

submitted the following 

REPORT. 

[To accompany H. B. 13303.] 

The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 13303) to make the currency responsive to the varying 
needs of business at all seasons and in all sections, reports the same 
back with sundry amendments. 

To carry on the business of a country requires money. If there be 
little business, little money will be required. If there be a large 
business, a great deal of money will be required. In the popular use 
of the word, money includes all forms of circulating currency. There- 
fore, that business may have the fullest opportunity to develop, it 
must be allowed to determine in some measure the volume of circu- 
lating currency that is necessary. 

The responsibility of maintaining the integrity of circulating cur- 
rency should, as far as possible, be laid upon the banks issuing the 
currency. 

A circulating bank note dependent upon Government bonds is prob- 
ably as safe ana stable as the Government itself, but not safer nor more 
stable than a circulating note based on many billions of assets in the 

Eossession of the banks. A system of security based upon the great 
kw of general average concentrates the power of its protection upon 
the smallest note of the smallest bank. 

Every bank note issued under such a system has practically the assets 
of all the banks behind it. 

* The purpose of this act is to provide for a currency which shall have 
some degree of flexibility, expanding to meet the demand wherever 
and whenever business requires more money, and contracting wher- 
ever and whenever business falls off and requires less money. 

It is expected that the operation of this law will afford relief to all 
parts of the country, and especially to those sections where a large 
volume of currency is necessary to move the crops during the harvest- 
ing, and a smaller volume at other seasons of the year, after the crops 
have gone forward. 
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Under the present law at these periods currency is drawn from the 
gretit money centers to meet these urgent demands, and when it can 
not be thus profitably employed, finds its way directly back to the 
great money centers. 

Under the bill reported by your committee in such time of need the 
banks throughout tne country will issue their own currency, and it is 
expected that this currency will, when not needed in any given local- 
ity, find its waj directly back to the banks that issued it, and avoid 
its congestion in the great cities. 

VALUE OF CBEDIT NOTES IN 0BISE8. 

The power conferred by this bill to issue credit notes would be as 
useful m certain emergencies to the city banks as to those of the 
country. This would be especially the case in times of commercial 

Sanic. There is at such times an unusual demand for currency. This 
emand does not arise so much from a real increase in the demand for 
credit as from the fact that distrust is cast upon those forms of credit 
which are not represented by currency. There is a scramble for monej 
or its equivalents, because ox the fear that money can not be had. This 
has been the experience in the great panics in London in 1847, 1857, 
'and 1866, and was the experience in JNew York in 1893. Currency 
was then sold at a premium, and the banks felt compelled to suspend 
the payment of currency for checks. The reason for this suspension 
of currency payments was the fact that the supplv of currency was 
limited and tne banks were required by law to hold a certain amount 
as cash reserves. 
The value of a credit currency at such a time would have been very 

great, because this currencv would have been accepted as money and 
le cash in the hands of tne banks could have been husbanded for 
reserves. The capital of the national banks of New York City is 
$62,800,000 and their bonds deposited in the Treasury to secure circu- 
lation stood on December 13, 1900, at $31,710,000. This would have 
permitted the issue of about $6,000,000 in credit notes. The mere 
power to issue those notes would have done much to diminish the fear 
regarding the currency supply and probably have prevented the sus- 
pension of currency payments by the banks. The amount of the issue 
of credit notes upon the above basis which would be lawful under the 
bill at the end of three years would be about $12,000,000 and at the 
end of six years about $24,000,000. Such issues would have greatly 
diminished, if they had not rendered unnecessary, the issues of clearing- 
house loan certificates by the New York banks and by the banks of 
other reserve cities. 

The use of the notes would have been a valuable expedient for meet- 
ing the temporary pressure for money. There can be no doubt of 
their ready acceptance by the public if the safeguards provided by 
the bill operate in accordance with all banking experience. The fact 
that the public did not discriminate against even the most doubtful 
form of money was shown in 1893 by their willingness to accept silver 
certificates in spite of the fact that the causes of the panic lay largely 
in the distrust of the silver dollars and of the ability of the Govern- 
ment to sustain them at par with gold. What is neeaed on such occa- 
sions is some form of currency which is used as money. The fact that 
bank notes do not excite distrust, but tend rather to diminish the 
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pressure for coin, was shown in a striking degree in England, where 
the suspension of the limit imposed nfon the issues of the Bank of 
£nglana in 1847, 1857, and 1866 almost immediately allayed the pres- 
sure for currency. 

The ability to issue credit notes would relieve the pressure of a 
panic in another way. By givin? to the country banks an increased 
power of issue it would enaole them to husband their cash reserves 
and would greatly diminish their drafts upon New York and the other 
reserve cities for legal-tender money. Thus the New York banks 
would be aided not only by their own power of issue, but by relief 
from the withdrawal of reserve deposits, which is always so serious a 
menace in times of panic or monetary pressure. This relief would, 
p^erhaps, be more important in some respects than the ability of the 
city banks themselves to issue notes, ana the net result of all these 
resources would be much greater elasticity in the banking system for 
meeting emergencies of every nature. 

IfAXIMUM OF NOTE ISSUES AUTHORIZED. 

The bill herewith reported enters upon the system of an elastic cur- 
rency in a modest and tentative way, in order that its operation may 
be tiiorouehly tested in practice before the demand becomes impera- 
tive for a large increase in the currency supplv of the country. The 
capital of the national banks reporting to the Comptroller of the Cur- 
rency on December 13, 1900, was $632,863,405. Tne maximum circu- 
lation attainable upon this amount of capital under the bill hei'ewith 
reported during tne first three years of its operation would be one- 
tenth of this amount, or $63,235,840. The maximum is limited in 
another way, however, by the provision that the guaranteed notes 
authorized by the bill shall not exceed one-fifth of the bonds deposited 
by any bank to secure circulation. The total of such bond deposits on 
December 13, 1900, was $306,622,180. One-fifth of this amount would 
be $61,324,486. This would be the theoretical maximum in guaran- 
teed notes which could be issued upon the present bond holcungs of 
national banks. 

Several considerations indicate, however, that the maximum actually 
attained would be much less than this amount. The bonds are not dis- 
tributed with uniformity amon^ the banks, and those having more 
than 50 per cent of their capital m bonds would not be able to toke out 
in any case more than 10 per cent of their capital in guaranteed notes. 
The excess of bonds above 60 per cent of capital would not be available 
for the issue of guaranteed notes, and the limit of maximum issues 
would be diminished by the amount of this excess. It is not probable, 
moreover, that the authority to issue guaranteed notes would oe availed 
of to its ultimate limit, especially in the case of the banks of the large 
cities, where even the present bond-secured notes are not a large 
element in the business of the banks. 

The theoretical limit of the issue of guaranteed notes would be 
doubled after three years, assuming that tne total capital of the banks 
and their holdings of bonds remained stationary, and would be about 
$122,000,000. The amount would be again doubled at the end of six 
years and would permit a maximum circulation of guaranteed notes to 
the amount of aboi^t $244,000,000. It is probable that the new system 
would be availed of only to tne amount of a few millions in the crop- 
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moving season during the first two or three years of its operation, but 
that it would come into wider use as its usefulness came to be appre- 
ciated and the demand for currency increased. The possible limit of 
issues of $244,000,000 would meet the growth of population and the 
expansion of business for some time to come, and would be capable of 
further extension bv the increase of banking capital and the aamission 
of State banks to toe national system. 

The proposed new form of circulation has been purposely related to 
the bond-secured circulation in order to avoid radical changes which 
might result in disturbance to the bond market. If the new circula- 
tion proves more advantageous than the existing system, it will natu- 
rally be preferred by thelmnks, and if it were unconnected with the 
bond-secured currency might result in heavy sales of bonds by national 
banks in the open market. Your committee believe that any such dis- 
position to unload bonds, with the natural result of depressing their 
price, is fully guarded against by the provision which limits the guar- 
anteed notes to fixed proportions of the bonds on deposit to secure the 
old form of circulation. The gradual expansion of this ratio of the 
new notes to the old is not likely to prove more than adequate to meet 
the expansion of business. It is probable that the capital of the national 
banking system will increase from time to time and that all the bonds 
available will be sought to meet the requirements fi*om new banks 
under existing law. 

It is, indeed, more than probable that within the six years before the 
maximum circulation under the proposed bill becomes available, national 
banking capital will have so far increased as to intensify the demand 
for bonds and raise their price rather than diminish it. 

If the bonded debt should be materially reduced in future by the 
purchase and retirement of outstanding bonds, the time may come 
when a gradual reduction of the present minimum requirements of 
law in regard to the deposit of bonds by, national banks may be nec- 
essary. X our committee have not thougnt proper, however, to antici- 
pate such conditions, and are satisfied tlmt tne Dili reported affords no 
mducement to the national banks for throwing their bonds prema- 
turely upon the market, and guards fully against any depreciation in 
their pnce from such an influence. 

SECURITY OF THE PROPOSED NOTES* 

The question of the security of credit notes issued upon general 
assets has been carefully considered by your committee, and they are 
satisfied that the notes are adequately guarded by the bill reported. 
All the calculations which have oeen made upon this subject, based 
upon the banking experience of the United States and other countries, 
have indicated that a small tax upon the credit issues would be suffi- 
cient to cover the difference between the face value of the notes of a 
failed bank and the amount recovered from its assets. It is necessary 
in such cases that the redemption of the notes should be prompt and 
certain. For this reason it is directed by the bill herewith reported 
that the notes of a failed bank shall be redeemed in full from the 
guaranty fund and that this fund shall thereafter recover from the 
assets of the failed bank the amount employed in redeeming notes in 
the same ratio as the dividends paid to other creditors of the bank. 
These provisions are borrowed to some extent from the Canadian 
banking law, which has been eminently successful in its operation. 
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The guaranty fund established by the bill of your committee is to 
be made up at the outset of an amount equal to 5 per cent of the notes 
issued. Tnis fund is then to be maintained by an annual tax of one-half 
of 1 per cent upon the amount of notes actually in circulation. Expe- 
rience has shown that the proceeds of such a tax will be many times 
more than sufficient to meet all losses upon the notes of failea banks 
beyond the amount recovered from their assets. How ample this 
security would be was set forth in a recent address of the chairman of 
the committee at Lancaster, Pa., upon data carefully prepared by the 
Secretary of the Treasury. The portion of the address of the chairman 
upon this subject was as follows: 

A careful investigation has been made by the Actuary of the Treasury Department, 
which shows appmximately what losses would have fallen upon such a safety fund 
on account of failed banks since the establishment of the national banking system if 
either of the two modes of indemnity for the Government's guaranty hsui been in 
vogue. 

First, if the banks had been allowed to issue circulation to the amount of 60 per 
cent of their capital and had issued the full amount and bei^ required to pay into 
a safety fund 1 per cent of their issue annually, and the Government had a nrst lien 
upon the assets, there would have been an aggregate loss of 169,211 to be paid out 
of the safety fund. 

Secondly, under the same conditions, excepting that the Government has a lien on 
the assets ratably with other creditors, incluaing depositors, the loss to be paid out 
of the safety fund would have aggregated $3,961,168, while under the case of having 
the first lien upon assets, after paying all notes not paid by the assets, there would 
have remained of the safety fund on October 1, 1900, a sum which, with interest at 
2 per cent, would amount to $130,953,467; and in the case of having a ratable lien 
only with other creditors, the fund remaining after paying all notes not paid by a 
ratable share of the assets, with interest at 2 per cent aadea, would be $124,588,201. 
It may be noted in passing that this calculation is predicated upon the assumption 
that the losses under the system described would not have exceeded those which 
actually occurred under the present system. This seems to afford absolute demon- 
stration of safety to the Government in such a safety fund for its indemnity for guar- 
anteeing the issues of the banks. 

synopsis OP THE BILL. 

Section 1 provides that additional circulation, beyond the bond- 
secured notes already authorized by existing law, may be issued by 
banks to be known as guaranteed bank notes. 

Such issue is safeguarded by a provision that the Comptroller shall 
not be compelled to issue such guaranteed notes to any bank if, for any 
reason relating to the condition of the bank making application for 
such notes, the general state of circulation, or the foreign exchanges, 
he shall deem such action to be inexpedient. 

This does not, however, confer any new power upon the Comptroller 
of the Currencv to call in or cancel any of the guaranteed bank notes 
that have been issued. This is entirely in the hands of the bank issu- 
ing its notes. 

Section 2 provides for the amount of guaranteed notes that a bank 
may issue, namely: An amount not exceeding one-fifth of the face 
value of the United States bonds that said bank has on deposit with 
the United States Treasurer to secure its currency notes issued under 
existing law. But no bank can issue an amount exceeding 10 per 
cent of its paid up and unimpaired capital. 

Section 3 establishes a guarantee fund of 5 per cent of the amount 
of outstanding guaranteed bank notes, to be Kept in the division of 
issue and redemptionin the oflfice of the United States Ti-easurer, and 
exacts that this fund shall be kept intact. 
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j Section 4 provides the manner in which the Comptroller of the 

Currency shall redeem the notes of failed banks, and the manner in 

\ which the United States Treasuir shall reimburse itself for all paj- 

j ments noiade on account of a banlang association refusing to pay its 

notes on demand in lawful money. 

Section 5 provides for the maintenance of the guaranty fund by lay- 
ing upon the banks taking out such circulation a tax of one-haU oi 1 
per cent per annum during the time such notes are in circulation. 

Section 6 prescribes the manner in which the Treasurer of the United 
States may collect and enforce the payment of the taxes and provides 
suitable penalties for nonpayment. 

Section 7 provides for the custody and disposition of the guaranty 
fund. It also provides that when and if the guaranty fund shall exceed 
5 per cent of tne outstanding guaranteed notes, then the Comptroller 
may at his discretion direct the repayment to the banks in such install- 
ments as he may see fit of the unimpaired portion of their orimnal con- 
• tribution of 5 per cent to the guaranty fund. So that if it oe found 
after a time that the tax of one-half of 1 per cent shall be more than 
sufficient to maintain the guaranty fund and to meet all requirements 
for paying the notes of failed banks, the solvent banks may enjoy such 
relief as mej are entitled to. 

It is also provided that when the tax has raised a fund in excess of 
probable requirements the excess may be covered into the Treasury, 
m order to prevent the needless locking up of the money, but the fund 
shall have a lien upon amounts thus transferred in case they are needed 
to meet demands upon it. 

Section 8 authorizes the Secretary of the Treasury, at his discretion, 
to invest the guaranty fund in bonds of the United States, and the bill 
contemplates that the fund shall be held as a trust fund exclusively for 
the payment of the notes of failed banks. 

Section 9, in order to further secure the notes, directs the Comp- 
troller of the Currency, when he shall have occasion to sell United 
States bonds of any failed bank at public auction under the existing 
law, to apply any excess in amount above their par value which he 
shall receive for said bonds to the payment of the outstanding guaran- 
teed bank notes of said bank. 

Section 10 establishes a current redemption fund to take care of the 
guaranteed notes, and this fund is subject to the law governing the 
redemption fund held under the existing law for the current redemp- 
tion of national-bank notes. This section also authorizes the redemp- 
tion of guaranteed bank notes at any or all of the subtreasuries of the 
United States. 

Section 11 authorizes the Comptroller of the Currency, with the 
approval of the Secretary of the Treasury, to prescribe the form of 
notes to be issued. 

Section 12 prescribes the method of withdrawal from circulation of 
any of the guaranteed bank notes which a bank shall have issued and 
establishes the conditions upon which the tax on notes so withdrawn 
shall cease. 

Section 13 looks to the extension of note issues after three years, 
and again after six years from the passage of this act. If it be )ouna 
after this law has been in operation three years, that the advantages 
shall be such as to justify the extension of the system, and again after 
six years' experience shall prove that it is desirable to still further 
extend it, this may be done without new legislation, but if on the other 
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hand it should be found that this legislation was not remedial and the 
banks did not avail themselves of t£eir privileges under this bill then 
no serious derangement would have resulted in oonsequenoe of its 
enactment. 

AlCENDMENTS OF THE COMMITTEE. 

The amendments adopted by the committee are as follows: 
Amend section 3, line 14, and section 9^ line 8, and section 10, line 
10, by striking out "gold coin" and insertmgin place thei*eof *' lawful 
money." By inserting after section 5, page 4, after line 3, the follow- 
ing new section to be numbered as section 6: 

Sec. 6. That the tax upon circulation authorized in this act may be collected by 
the Treasurer of the United States from any funds or moneys in the Treasury to the 
credit of the bank upon which such taxes are assessed, and a fine not ezceeaing five 
hundred dollars n>ay be imposed by the Comptroller upon any bank failing for\)ne 
month after notice by the Treasurer of the united States to restore such funds or 
moneys to the amounts required by law; and the continued neglect of any bank to 
pay such taxes or fines or restore such moneys shall be, in the discretion of the 
Comptroller of the Currency, sufficient groimd for the appointment of a receiver for 
such bank. 

By inserting after section 12 the following new sections, to be num- 
bered as sections 14 and 15: 

Ssa 14. That .all provisions of existing law regarding the issue of national currency 
notes and the manner of dealing with redeemed, mutilated, or incomplete currency 
notes and all such provisions relating to the redemption of currency notes of liquidat- 
ing banks, shall be applicable, so far as they are not inconmstent with the provisions 
of this act, to the guaranteed bank notes herein provided for: Providedf That so much 
of section nine of the act approved July twelfth, ei{^hteen hundred and ninety-two. 
entitled ''An act to enable national banking associations to extend their corporaUs 
existence, and for other puiiDoses," as provides that not more than three millions of 
dollars of lawful money shall be deposited during any calendar month for the with- 
drawal of circulation shall not be applicable to the guaranteed bank notes issued under 
this act: And provided JurOteTf That none of the funds or moneys required to be held 
in the Treasury on account of any bank under the orovisions of tnis act shall be 
counted as a part of the lawful money reserve requirea against deposits. 

Sbc. 15. That all powers granted by existing law to tne Comptroller of the Cur- 
rency and Treasurer of the United States in r^ard to the issue of currency notes to 
national banks, the collection of taxes, and the infiiction of penalties for noncom- 
pliance with law are hereby extended to such officers in respect to guaranteed bank 
notes, so far as such powers are not inconsistent with other provisions of this act; 
and all judicial processes authorized by existing law in regard to national currency 
notes issued to national banks are hereby made applicable in regard to ^aranteed 
bank notes, so far as they are not inconsistent with other provisions of this act 

And by renumbering all of the sections after section 6 to conform to 
these additional amen£ttory sections. 

TEXT OF THE AMENDED BILL. 

The bill as amended by your conunittee will read as follows: 

A BILL to make the currency responfliye to the varying needi of buainesB at all seasons and In all 

sections. 

Be it enacted by the Senate and House of Bepresentatives of the Vniled States of America 
in Congress assembledf 

GUASAKTBED BAl^K N0TB8 AUTHOBIZED. 

That, in addition to the circulation authorized by existing law to be issued to 
national banking associations upon deposits of United States bonds, the Comptroller 
of the Currency may issue circulating notes, to be known as guaranteed bank notes, 
in the amounts and under the conditions hereinafter set forth: Providedf That nothing 
herein contained shall be construed as compelling said Comptroller to isBue such guar- 
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ij ^Q anteed bank notes if for any reason relating to the condition of the bank making 

thftn *PP^*<^*^i<>^ ^0^ fi^^^h notes, the general state of the circulation, or the foreign exchanges 

r^r be shall deem such action to be inexpedient. 

r Its 

PBBSEirr IBBT7B8 LIMITED TO TRN PER GENT. 

Sec. 2. That gnaranteed bank notes may be issued to any national banking asso- 
ciation under the provisions of this act to an amount not exceeding one-filth of the face 
T&iae of the United States bonds on deposit by said bank with tne Treasurer of the 
II United States to secure currency notes issued under existing law, but such guaranteed 
^^ bank notes shall not be issued to an amount in excess of ten per centum of the paid 
dill up and unimpaired capital of said bank. 

low- 

BAinC-NOTB QUARAMTT FUND BBTABLISHBD. 

i by Sec. 8. That every national banking association issuing jraaranteed bank notes shall 

itite vvy into the division of issue and redemption in the office of the Treasurer of Uie 

live United States a sum in lawful money equal to fiye per centum of its outstanding guar- 

-xjoe anteed liank notes. This fund shall be known as the '* bank-note guaranty fund/' 

l^ Of and shall not be reduced or impaired except for the purpose of redeeming the guar- 

k to anteed bank notes of failed banks, as hereinafter prescribed. 
the 

rfor EMPLOYMENT OF THE GUARANTY FUND. 

Sec. 4. That whenever the Comptroller of the Currency shall have become satisfied 
iffl- by the protest or the waiver and admission specified in section fifty-two hundred and 
twenty-six, or by the report provided for in section fifty-two hundred and twenty- 
seven, of the Revised Statutes of the United States, that any banking association has 
refused to pay its guaranteed bank notes on demand in lawhil money he shall direct 
the redemption of such notes from the bank-note guaranty fund aforesaid, and such 
notes shall thereupon be so redeemed. The Comptroller of the Currency shall col- 
lect for the benefit of said fund, from the assets of the bank and from the stockholders 
thereef, such sum as, with the bank's balance in the bank-note guaranty fund, shall 
'iqual the amount of its guaranteed bank notes outstanding. And for this purpoiso 
£he United States shall, on behalf of the bank-note guaranty fund, have a lien upon 
ail the assets of the association ratably with other creditors of the bank. 

ANNUAL TAX UPON NOTES IN CIRCULATION. 

Sec. 5. That upon all outstanding guaranteed bank notes issued under the pro- 
visions of this act there shall be paid a tax equal as nearly as may be to one-half of 
one per centum per annum during the period for which such notes may be in circu- 
lation. Said taxes shall be levi^ unaer regulations preecribed by the Comptroller 
of the Currency, with the approval of the Secretary of the Treasury, and shall be 
assessed by the Treasurer of the United States. Such regulations shall provide for 
the assessment of the tax upon notes actually in circulation outside the issuing bank 
at convenient dates, not less than four in any month, as fixed by the Comptroller of 
the Currency, and said Comptroller may prescribe and retjuire from any national 
banking association making application for circulation under this act such periodical 
or other reports as he may deem desirable for determining the condition of the bank. 

Sec. 6. Tnat the tax upon circulation authorized in this act may be collected by the 
Treasurer of the United States from any funds or moneys in the Treasury to the credit 
of the bank upon which such taxes are assessed, and a fine not exceeding five hun- 
dred dollars may be imposed by the Comptroller upon any bank failing for one month 
after notice by the Treasurer of the United States to restore such funds or moneys to 
the amounts required by law; and the continued neglect of any bank to pay such 
taxes or fines or restore such moneys shall be, in the discretion of the Comptroller of 
the Currency, sufficient ground for the appointment of a receiver for such bank. 

TAXES TO BE ADDED TO GUABANTY FUND. 

Ssa 7. That the proceeds of the taxes herein prescribed shall be paid into the 
^ ank-note guaranty fund and constitute a part thereof; but when such fund, after 
.he deduction of all losses caused by the redemption of the notes of failed banks. 
shall be materially in excess of five per centum of the guaranteed bank notes then 
outstanding, the (jomptroller of the Currency may from time to time in his dis- 
cretion, direct the reimbursement by the Treasurer of the United States to the 
banks, in such installments as said Comptroller may see fit, of the unimpaired 

B C 8 
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portion of their original contribution of five per centum to the bank-note guar- 
anty fund; and thereafter any excess in the fund of the proceeds of the taxes 
herein provided above five per centum of the guaranteed buik notes outstanding at 
the end of every x months shall be covered mto the Treasury of the United Statee 
as a miscellaneo -eceipt: Provided^ That in case of a deficiency in said fund at any 
time, caused bv *> redemption of the notes of failed banks, said fund shidl be reim- 
bursed from tn jnounts covered into the Treasury in such amounts as may be 
required to m^itnain it as nearlv as may be at the amount of five per centum, and 
not le88, of the •*«^arantMd bans notes outstanding, but the Treasury shall not be 
liable in the agff4 ^Hte to said fund beyond the amounts covered into the Treasury 
under the provIsi*,<fiii of this section. 

Sec. 8. That the Secretary of the Treasury be, and is hereby, authorized, in his 
discretion, to cause to be invested in bonds of the United States any portion of the 
guaranty fund hereinbefore provided for; and such bonds shall be held an^dispoeed 
of for the benefit of such fimd. 

Sec. 9. That whenever the Comptroller of the Gurrencjr has sold at public auction 
under the provisions of section fifty-two hundred and thirty of the Revised Statutes 
of the United States the United States bonds held to secure the currencv notes of any 
failed bank, anv excess in the amount received for said bonds above their par valtift 
shall be appliea to the payment of the outstanding guaranteed bank notes of said 
bank, and lor this purpose the United States shall nave a paramount lien upon any 
such excess, but any further excesses above the amount required for this purpose shall 
be covered into the general assets of the bank. 

CURRBKT BSDBMPITON FUND BfTABLIBHBD. 

Sbc. 10. That national banking associations taking out guaranteed bank notes 
under thei provisions of this Act shall, in addition to the bAk-note guaranty fund, 
deposit and maintain in the Treasury a fund of five per centum of their outstanding 
guaranteed bank notes, subject to the laws governing the redemption fund held 
under existing law for the current redemption of national buik notes; but such fund 
Bhall be paid and kept in lawful money of the United States, and shall constitute a 
separate fund for the current redemption of guaranteed bank notes: Providedf^hst 
the Comptroller of the Currency shall, with the ai>proval of the Secretary of the 
Treasury, have authority to provide for the redemption of guaranteed bank notes at 
any or all of the subtreasunes of the United States, and guaranteed bank notes 
issued under the provisions of this act shall be redeemed in lawful money on demand 
at the counter of the issuing bank. 

Sec. 11. That the ^laran teed bank notes furnished to national banking associa- 
tions under the provisions of this act shall be in such form as the Comptroller of the 
Currency, with the approval of the Secretary of the Treasury, may prescribe, and of 
tlie denominations and under the limitations prescribed for national bank notes by 
section twelve of the act of March fourteenth, nineteen hundred, entitled "An act to 
define and fix the standard of value, to maintain the parity of all forms of money 
issued or coined by the United States, to refund the public debt, and for other 
purposes." 

METHOD OF REDUCINa CIBCULATION. 

Sec. 12. That any national banking association desiring to withdraw from circula- 
tion any of its guaranteed bank notes may transmit the same to the Treasurer of the 
United States for cancellation, or may pay into the Treasury an amount equal to the 
amount of the notes to be withdrawn, m the manner prescribed by sections fifty-two 
hundred and twenty-two, fifty- two hundred and twenty -four, and fifty-two hundred 
and twenty-five of the Revised Statues; but such payments shall be in gold coin of the 
United States. The taxes upon such guaranteea bank notes thus withdrawn from 
circulation shall thereupon cease, and the Comptroller of the Currency shall direct 
the repayment to such bank of whatever sum may be the unimpaired portion of its 
orijiinal contribution to the guaranty fund on account of said notes, but nothing paid 
in taxes upon such notes under section five of this act shall be thus repaid. 

EXTENSION OF NOTE ISSUES AFFEB THREE YEARS. 

Sec. 13. That after three years from the passage of this act guaranteed bank notes 
may be issued to any national banking association under the provisions of this act to 
au amount not exceeding two-fifths of the face value of the United States bonds on 
dept)eit by said bank with the Treasurer of the United States to secure currency notes 
issued under existing law, but such guaranteed bank notes shall not be issued to an 
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amount in excess of twent}r per oentam of the capital of said bank; and after six 
years from the passage of this act guaranteed bank notes may be issued to any national 
banking association to an amount not exceeding four-fifths of th^^ce value of the 
United States bonds on deposit by said bank with the Treasui .r of the United 
States to secure currency notes issued under existing law, but su(y ^aranteed bank 
notes shall not be issued to an amount in excess oi forty per ce| <n of the capital 
of said bank: And provided^ That nothing herein con tamed sh&t^ ^')e constru^ as 
compelling the Comptroller of the Currency to issue such guaranty i. bank notes or 
to increase the ratio of such issues to the bonds deposited by any rntional banking 
association if for any reason relating to the condition of the Dan? , .le general state 
of the circulation, or the foreign exchanges he shall deem suca cton to be inex- 
pedient; and said Comptroller shall not increase the ratio of issue ox guaranteed bank 
notes in any case beyond the amount provided in section one of this act until after 
the Secretary of the Treasury shall have declared in writing that the general policy 
of such an increase will not be detrimental to the monetary s£uidard and to the public 
interests, and is approved by him. 

Sec. 14. All provisions of existing law regarding the issue of national currency notes 
and the manner of dealing with redeemed, mutflated, or incomplete currency notes, 
hud all such provisions relating to the redemption of currency notes of liquidatiu'j 
banks, shall be applicable, so far as they are not inconsistent with thepro visions oi 
this act, to the guaranteed bank notes herein provided for: Provided^ That so much 
of section nine of the act approved July twelfth, eighteen hundred and ninety-two, 
entitled ''An act to enable national banking associations to extend their corporate 
existence, and for other purposes,'' as provides that not more than three millions of 
dollars of lawful money shall be deposited during any calendar month for the with- 
drawal of circulation shall not be applicable to the guaranteed bank notes issued 
under this act: And prodded further ^ That none of the funds or moneys required to be 
held in tiie Treasury (A account of any bonk under the provisions of thijr Act shall 
be counted as a part of the lawful money reserve required against deoosits. 

Sec. 15. That all powers granted by existing law to the Comptroller of the Cur- 
rency and Treasurer of the United States in regard to the issue of currency notes to 
national banks, the collection of taxes, and the infliction of penalties for noncompli- 
ance with law are hereby extended to such officers in respect to guaranteed bank 
notes, so far as such powers are not inconsistent with other provisions of this act; and 
all judicial processes authorized by existing law in regard to national currency notes 
issued to national banks are hereby made applicable in regard to ^uaranteea bank 
notes, so far as they are not inconsistent with other provisions of this act % 

Ssc. 16. That this act shall take effect upon its passage. 
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